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USE 


BARBER Pressure REGULATOR 
for Dependability and Accuracy | 


For many years Barber Gas Regulators have held a high place in the 
esteem of both.utilities and gas service men. Made by a company well 
known for expert engineering and manufacturing in the gas field, these 
regulators deliver the utmost in performance and reliability. 


Any gas user appreciates the economy effected by a regulator, 
either on the service line or on his individual appliances. Barber Regulators 
are ruggedly built with heavy bodies, all materials corrosion-resistant, 

| brass operating parts, phosphor bronze springs, diaphragms processed to 
prevent deterioration (specially treated diaphragms are supplied for 
use on LP gas). You can recommend and install Barber Regulators for your 
customers with full confidence in satisfactory service. 


Attractive folders on this 
Regulator will be fur- 
nished free, at your re- 
quest, for distribution to 
your trade. Write for 
catalog and price list on 
Barber Burner Units for 
Gas Appliances, Conver- 
sion Burners for Furnaces 
and Boilers, and Regu- 
lators. 
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Certified by A. 
G. A. Test- 
ing Laboratory. 
Sizes Y%4" up. 


dvertisi: 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohiggposthnic 


BARBER -.2":,. REGULATORS = 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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Pearl Street Station in New York City 
set the pattern for modern 
central stations. 





an era for making POWER MORE |PL 


WITH 
B&W STEAM... 
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Most of America’s new electric power — over 
75 percent of it — is being generated by steam-operated 

equipment . . . a practice started in 1882 at Mr. Edison’s Pearl Street Station, 
grandfather of modern central stations. 















And in selecting boilers for its latest increased steam requirements, the electric 
power industry is continuing an industry-old preference also started at Pearl Street 
— B&W steam. New B&W central station boilers placed in service or ordered 

since V-J Day have a combined steam capacity sufficient for over nine million 
kilowatts of generating capacity. 

Central stations can always depend upon B&W for boilers that offer 

the last word in efficient, reliable steam generation . . . because B&W intensive 
research and resourceful engineering is constantly concentrated on helping to make 
power more plentiful at the least possible cost. 








Public Utilities Fortnightly 


d 
E | PLENTIFUL 


Dots indicate lo- 
cation of Central 
Stations where 
new BEW Units 
have been in- 
stalled or ordered 
since V-] Day. 
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a 3 
WILLIONS OF KILOWATTS 


This typical modern BEW central station unit 
generates more than five times as much energy 
pér pound of coal as boilers used the turn of t 
century. 
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HEN the Congress passed the 

Holding Company Act in 1935, 
most of the discussion about the con- 
troversial “dissolution clause” (§11) had 
to do with activities and functions of 
holding companies which were regarded 
as unnecessary if not actually harmful to 
the public interest, There was relatively 
little attention given to those functions 
of the holding company which might not 
only be regarded as beneficial but which 
must be performed in some way or an- 
other for the surviving operating com- 
panies. 


CERTAINLY the Federal government 
itself has since found out the need for 
centralized advisory services. The Rural 
Electrification Administration, from its 
headquarters in Washington, D. C., per- 
forms many such valuable services for 
its rural cooperative borrowers — serv- 
ices which the local codperatives would 
find it difficult to command on their own 
responsibility if they were cut adrift 
from the guiding influence of the cen- 
tralized Federal bureaus. 


Tue Reclamation Bureau is another 
example of a central agency which makes 
available valuable information and sug- 
gestions to rural agricultural interests, 
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WALTER EVANS 


using the bureau’s irrigation and power 
services. 


THE question therefore arises whether 
some substitute devices can be used for 
the benefit of privately owned and op- 
erated electric utility companies “or- 
phaned” by the Holding Company Act. 
More specifically, the question arises 
whether the holding company itself in a 
more limited but useful form, as com- 
pared with the earlier and now illegal 
prototypes, is worthy of revival. 


Joun P. CALLAHAN, utility news 
analyst on the staff of The New York 
Times, has examined this problem care- 
fully. In the leading article in this issue, 
Mr. CALLAHAN gives us some thought- 
provoking commentary on the possible 
need for holding company services which 
still exists. It may be that in this field, 
as in others, the mere abolition of a con- 
troversial institution will be found not 


in itself a complete solution of an original — 


problem. 
Te, Oe. 


T has been said that public relations 
like the virtue of charity begins at 
home. Certainly public utility com- 
panies have found their own employees 


ay | 
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NORWALK Products are Stocked 
at Il Factory Branches 


@ San Francisco © Pittsburgh 
Angel 
© Los Angeles @ Washington 


Minneapolis 

© Philadelphia 
Chicage 

» 
Detrelt New York 


Cleveland ® Boston 


Service Shops in Other Cities * Factory at South Norwalk 





HEN you need some quality control equipment in a hurry, call 

on your nearest Norwalk Valve branch. There’s a good chance 
that what you want is in stock. These convenient stocks of Norwalk 
products at 11 branches keep your installation crews working with- 
out interruption. 


Quality, workmanship and sound engineering are other good reasons 
why Norwalk leads in gas control equipment. You'll find qualified 
gas men at all 11 branches. 


If your problem has to do with the proper control and regulation 
of gas, let Norwalk give you the benefit of its years of service to the 
Gas industry. We've been at it since 1878. 











NORWALK VALVE COMPANY 


South Norwalk, Conn. 
SOLE MANUFACTURERS 
NORWALK CONNELLY 


VALVES © REGULATORS © GOVERNORS GOVERNORS @ VALVES @ REGULATORS 


GAUGES # N-50 INSPIRATOR GAUGES @ MERCURY LOADERS 
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8 PAGES WITH THE EDITORS (Continued) 


and their own customers the best place 
for starting any program aimed at better 
public understanding. Betty Lee 
GoucH of New Orleans, writer of busi- 
ness articles, has given us a “round-up” 
story on the community building phases 
of public relations activities. Her article, 
entitled “The Community Side of Public 
Relations Problems,” is found beginning 
page 605 of this issue. It is a round-up 
story on a most timely topic. 


* * * x 


pee we seem to be living in the “Era 
of the Engineer” as far as utility 
corporation top executives and industrial 
leadership are concerned, it is a fair ques- 
tion to ask whether the schools of today 
are providing the necessary training for 
the executives of tomorrow. WALTER 
EVANS, vice president of Westinghouse 
Electric Corporation, has made an 
analysis of the demands made at the top 
level of management upon executives of 
various operating companies in the 
United States. 


Mr. Evans, whose article entitled 
“Tomorrow’s Executives” begins on page 
611, is a native of Columbus, Ohio. He 
studied electrical engineering at the Uni- 
versity of Illinois where his courses were 
interrupted by a tour of duty with the 
U.S. Navy during World War I. After 
completing his formal training at the 
University of Chicago, Mr, Evans en- 
tered the radio industry with Station 
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KYW in Chicago in 1921. He later 
supervised the first radiotelephone in- 
stallation on an American merchant ship 
while serving as a wireless operator for 
United Fruit Company. In 1932 Mr 
Evans, by that time general manager of 
Station KYW, was placed in charge of 
all Westinghouse stations. Later his 
duties were expanded to include all 
radio manufacturing activities of West- 
inghouse, as well as: broadcasting and 
sales of radio equipment. He became a 
director of Westinghouse Radio Sta- 
tions, Inc., in 1936 and president of that 
subsidiary in 1947. He has been vice 
president of the parent Westinghouse 
Electric Corporation since April, 1942. 
During World War II he was chairman 
of the international broadcasting com- 
mittee of the Defense Communications 


Board. 


* * * * 


s human labor a commodity to be 
bought and sold on the basis of sup- 
ply and demand? Or is the labor market 
bargaining concept a barrier to good em- 
ployee relations? J. O, Hopwoop, di- 
rector of personnel administration of the 
Philadelphia Electric Company, has 
given us the benefit of both thought and 
experience in outlining a philosgphy for 
a fair wage pattern in public utility 
employment. 


Mr. Hopwoop, whose article entitled 
“Fair Wages in Public Utilities and 
Private Enterprises” begins on page 620, 
is a native of Philadelphia who studied 
at Cornell and graduated from the Uni- 
versity of Pennsylvania (BS, ’04) and 
Yale University (MS, ’07), majoring in 
the biological sciences. During World 
War I he served with the American 
Fleet Corporation and later joined the 
Philadelphia Electric Company, where 
for thirty years he has been engaged in 
the specialized supervision of personnel 
administration. 


THE next number of this magazine 
will be out May 26th. 


<= 
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ASTER OFFICE COPIES 
AT LOWER COST 





NO DARKROOM NEEDED. 
BETTER COPIES THAN EVER. , 





New lighting control makes better copies of your records. New pressure 
pad assures sharp, clear reproductions. Automatic electric timer controls 
exposure. Portagraph may be used in ordinary subdued office lighting. 
Development is a simple operation. 


COPIES TWO-SIDED RECORDS 
AND THOSE ON OPAQUE STOCK. | 





Portagraph copies anything typed, written or drawn on white or colored 
material, even on heavy card stock. Records can be one or two sided, 
Portagraph copies from paper, cloth or film. Pre-cut paper—no waste. 


THE BEST CONTACT PRINTER 
FOR AN OFFICE THAT I‘VE SEEN. 





The new Portagraph makes completely accurate copies; eliminates costly 
errors, proofreading and correcting. It makes copies quickly, frees your 
typists for more important work. It is simple to operate. 


FREE booklet sent on request. See how the new Portagraph will give 
you more accurate copies of your records, faster and at lower cost. 
Write to Remington Rand Inc., Room 247, Photo Records Division, 
315 Fourth Avenue, New York 10, N. Y. 


Reninglon Rend 


[><1 For GREATER BUSINESS EFFICIENCY—USE RECORD PHOTOGRAPHY 
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Coming IN THE NEXT ISSUE 


* 


A MIDDLE WAY FOR THE NORTHWEST 


Following President Truman's recent special message a flurry 
of bills to set up a Columbia Valley Administration has been 
introduced in Congress. Although final enactment of any such 
legislation is not generally expected at this session, here is a 
plea by an influential member of the House Appropriations 
Committee, Representative Horan, Republican of Washington, 
for a compromise—a compromise between Federal and local 
domination of control for public power and other river develop- 
ments in the Columbia basin. 


POWER TO THE EMPIRE STATE 


With the renewed agitation for the St. Lawrence power develop- 
ment have come reports of a power shortage in the New York 
state area. What is the truth of these reports and what are 
the existing electric utility companies in that region doing about 
them? The author, J. Louis Donnelly of the New York Journal of 
Commerce, has made a careful survey of the situation and finds 
that the Empire state utilities are very much "on the ball" 
with respect to public responsibilities and planning. 


SUPERVISORY CONFERENCES 


Taking a survey of employees’ sentiment on managerial policies 
is an important step in utility employee relations. But it is only 
a step even after the results are known and analyzed. Correcting 
points of friction and misunderstanding then calls for a program 
of planning which O. H. Day of Kansas City Power & Light 
Company describes on the basis of actual operation. 


ODDS AND ENDS IN UTILITY NEWS 


A | SO .. . Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington gossip, 
and other features of interest to public utility regulators, companies, 
executives, financial experts, employees, investors, and others. 
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Along the lighter side, there are many news items about things 
which happen in the course of a day's work in the public utility 
business which bring a laugh to those who hear about them, 
if not to those who experience them. Harold Helfer has made 
an amusing collection of such items. 


* 
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RVING Trust’s Public Utilities Department has 

been actively helping utilities formulate and 
carry out constructive financial programs geared to 
each company’s particular needs. 


This special department is staffed with men 
whose practical experience in the utilities field 
qualifies them to offer a sound, understanding, 
realistic approach to your problems. 


TOM P. WALKER —Vice President in charge 


a 
IRV. Ga GmusT 


ONE WALL STREET ° NEW YORK 15, N.Y. 


Capital Funds over $116,000,000 
Total Resources over $1,100,000,000 


Wirturam N Enstrom, Chairman of the Board Ricuarp H. West, President 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 








Bruce R. PRENTICE 
Chemical engineer, General 
Electric Company. 


Joun W. BrIcKER 
U. S. Senator from Ohio. 





E. F. MANSuURE 
President, Illinois Manufacturers’ 
Association. 


JoHN R. STEELMAN 
Assistant to the President. 


ALBEN W. BARKLEY 
Vice President of the United 
States. 


Rosert A. TAFT 
U. S. Senator from Ohio. 


SuMNER H, SLICHTER 
Professor, Harvard University. 


CuHarLes E, WILSON 
President, General Electric 
Company. 


SuMNeER T, PIKE 
Vice chairman, United States 
Atomic Energy Commission. 
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Baeble CCaoke 


“There never was in the world two opinions alike.” 


—MoNnTAIGNE 





“We have no sensible basis for predicting when or if 
atomic power is to become commercially important.” 


> 


“Industry right now is doing a good job of meeting 
its need for expansion. I see no necessity for what may 
prove a duplication of effort.” 


* 


“One of the principal obstacles to continuing high con- 
sumer demand, which is necessary for mass production, 
is our tremendous tax burden.” 


* 


“This nation’s ability to use electricity has always been 
underestimated. That is the biggest difficulty we have had 
in the development of our power resources.” 


© 


“We cannot claim that we are a perfect democracy so 
long as there are elements in our population who do not 
enjoy the fruits and benefits of democracy.” 


* 


“The fundamental cleavage [between the Republican 
and Democratic parties] is free government versus totali- 
tarian government ; liberty as versus abitrary government.” 


> 


“The crucial question confronting business in 1949 is 
whether the growing reluctance of enterprises and in- 
dividuals to spend can be halted before it produces a drop 
in total spending and a recession.” 


» 


“The greatest long-range benefit to both consumer and 
worker will result from the preservation of the proper 
share of the stockholder. Unless investment is encour- 
aged, the national economy will suffer.” 


> 


“Unhealthy attitudes ranging from hysteria to apathy 
[now exist among the public on the subject of the atom]. 
These attitudes can be modified and changed if we use 
all legitimate means of getting the facts to the people. 
One of the best means of disseminating the facts is through 
the pupils in their own homes after school.” 


12 
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THRIFTY MACHINES 70... 


@ OPERATE 
® MAINTAIN 
@ REPAIR 


eeeeeeee® 








THRIFTY TO OPERATE BECAUSE of extreme operating econ- 
omy and adaptability to more types of your trenching requirements. 
THRIFTY TO MAINTAIN BECAUSE of correct, tested, 


; 

e 

° 

re proved wheel-type full wide crawler design—sturdy, all-welded 
. construction from the tougher steels and fine engineering. 
& 

ca 

¢ 

* 

* 

e 
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THRIFTY TO REPAIR BECAUSE of unit-type construction 


and fast, prompt parts service and a minimum of “down-time” 
through quick, easy field repairs. 
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14 REMARKABLE REMARKS—( Continued) 


EprroriAL STATEMENT 
Chicago Journal of Commerce. 


Joun W. SNYDER 
Secretary of the Treasury. 


CHARLES F, BRANNAN 
Secretary of Agriculture. 


CLARENCE FRANCIS 
Chairman, General Foods 
Corporation. 


EprrortAL STATEMENT 
The Wall Street Journal. 


M. E, Coyte 
Executive vice president, General 
Motors Corporation. 


Frank McLaAvuGHLIN 
President, Puget Sound Power 
& Light Company. 


Eart BuntING 
Managing director, National 
Association of Manufacturers. 
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“In 18th Century France fox-hunting nobles used to 
gallop over the peasants’ fields with none to say them 
nay. In 20th Century America the consumer co-ops oc- 
cupy much the same privileged position.” 


> 


“A sound fiscal policy at this time must be based upon 
a revenue system that will meet the cost of prescribed 
governmental functions and, at the same time, provide 
adequate funds to reduce the public debt.” 


ad 


“Coodperative rural electrification is an integral part of 
our national farm program through which farmers:them- 
selves are employing the homespun brand of private enter- 
prise to improve their living and working conditions.” 


“The national welfare, the national security, and the 
peace of the world depend on the codperation of men who 
are citizens first and representatives of special] groups 
second, working together to define a proper balance for 
agriculture in this country.” 


> 


“We cannot find in the dispatches from Washington 
much, if anything, about a mandate from the people to 
balance the budget by other means than soaking the rich 
and drawing off the lifeblood of the private enterprise 
system—by cutting expenditures, for instance.” 


“The effect of volume upon actual unit costs and prof- 
its is familiar to all businessmen, The only way that rea- 
sonably level prices, in terms of what the dollar will buy, 
can be achieved over a period is to realize a more than 
average profit rate in years of high volume to offset the 
lower than average profit rate that is the result of low 
volume.” 


“The $64 question before us today is: What assurance 
do the people of the Northwest have that the Federal 
government will live up to the responsibility which it has 
taken away from private enterprise to provide a power 
supply adequate to the needs of the region? At the moment 
the answer is none.” 


* 


“In attempting to issue new equities, industry is con- 
fronted with the task of resolving the paradox presented 
by the administration, which on the one hand calls for 
expanded capital formation, but, on the other, removes 
incentives to invest, through heavy taxation demands, and 
threatens private industry as in the case of steel, with 
socialization programs.” 
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amount of money you invest in it 


TS cost of any truck is the total 
. .. as long as you own it. 


That cost is usually far different from 
the truck’s original price. 


It can be far higher, for example, when 
you buy a truck that’s too big or too 
small for the hauling job it has to do. 


In such cases, costs go up rapidly . . . in 
wasted gas and oil, in repairs,. in 





shortened truck life, and in time lost 
on the job. 


It’s important, therefore, that your 
truck be engineered and built . . . to fit 
your job! That’s what is meant by a 
“‘Job-Rated”’ truck! 


Only Dodge builds “‘Job-Rated’’ trucks. 
Every one of these trucks has the 
right one of 7 truck engines. . . “Job- 
Rated” for top efficiency and maximum 
economy. Every Dodge has the right 
chassis unit . . . from engine to rear 
axle . . . ““Job-Rated”’ to fit your job, to 
save you money. 


So if you’re looking for the ‘“‘lowest- 
cost” truck . . ask your Dodge 
dealer to show you the ‘“‘Job-Rated” 
truck that fits your job! Such a truck 
will give you the best value in trans- 
portation you can buy. 
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Orders for Kaiser Aluminu 
onductor now being confirm 





Through its nationwide sales organization and dis- production facilities by Permanente Metals mak 
tribution outlets, Permanente Products Company its Newark, Ohio, plant one of the most modern 
is confirming orders for Kaiser Aluminum Cable its kind in the world. It is being manned by exper 
and ACSR. Early delivery, according to schedule, enced, highly skilled personnel. 
is assured. When you order Kaiser Aluminum conduct 
Two years of intensive engineering and manu- you'll join thousands of U. S. manufacturers 
facturing preparation has established Permanente other fields who look to Kaiser Aluminum for fin 
Metals as a new, dependable source of aluminum quality—and to Permanente Metals for se 
conductor. And installation of new wire and cable that has set high standards for dependability. 


a 
i 
! 
! 
! 
! 
! 
! 


Completely integrated production facilities assure you of a dependable supply of Kaiser Aluminum conducts’ 
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Permanente Metals’ newest plant is this modern aluminum rod, bar, wire and cable mill at Newark, Ohio. 


Sales offices and distributors nearby Supply Company, national distributors of Kaiser 
Aluminum conductor. 
Information and service is available from any of Kaiser Aluminum Cable is available in a com- 
Permanente Products’ 21 sales offices. If it is more plete range of standard sizes and standard strand- 
convenient, call the nearest office of General Elec- ings: From 1,590,000 circular mills to No. 6 Awg 
tric Supply Corporation or Westinghouse Electric ACSR and All Aluminum Cable. 


Permanente Metals 


PRODUCER OF 


Kaiser Aluminum Cable 


D BY PERMANENTE PRODUCTS COMPANY, KAISER BLDG., OAKLAND 12, CALIFORNIA ... WITH OFFICES IN: 

ta * Chicago * Cincinnati * Cleveland * Dallas * Detroit * Houston * Indianapolis * Kansas City * Los Angeles * Milwaukee 

polis * New York * Oakland * Philadelphia * Portland, Ore. * Salt Lake City * Seattle * Spokane * St.Louis * Wichita 
Also available through General Electric Supply Corporation and Westinghouse Electric Supply Company. 
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To provide adequate earnings in the face of ae 
. 





@ increased operating expenses frans) 


@ growing plant investments with higher new 
money costs 4 


@ expanding and changing loads 


rns 




























LET EBASCO HELP YOU ‘ 
: q 
MAKE SOUND PLANS | . 
1. Its recommendations Ee sco 
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é » operating and consulting RVICES 
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he Columbia Gas System is a 
ompletely interconnected, inter- 
lependent network of facilities 


Natural gas, delivered through public 
service facilities, is one of the most 
potent forces,in the economic develop- 
ment of the American Community. 


For more than a quarter century, natural 





gas—delivered in ever-increasing vol- 
umes by Columbia System companies— 
has been an impelling influence in the 
development of industrial leadership, 
domestic comfort and convenience in the 
Heartland of America—the mid-Appala- 
chian areas in Ohio, Pennsylvania, New 





York, Virginia, West Virginia, Kentucky 
and Maryland. 
Today, with the demand for natural gas 


still unsatisfied, the Columbia Gas System 
is building new facilities for an even 


greater public service. 





THE COLUMBIA GAS SYSTEM 


comprised of 








y y, Inc. Neturel Gas Company of West Virginia 
The Preston Oil Company Union Gasoline & Oil Corporation Virginian Gasoline & Oil Company 











Public Utilities Fortnightly 





FOR SAFETY'S SAKE 
USE “SL” INTERRUPTER SWITCHES | 


The Delta-Star ““SL”’ Inter- 
rupter Switch is a thoroughly 
tested and proved devise which 
serves the dual purpose of in- 
terrupter and disconnecting 
switch. Opening under load is 
accomplished without danger 
to operator or equipment. 


There are numerous applications in system op- 
eration for disconnecting switches capable of 
safely opening high-voltage currents under mod- 
Indoor Type “SL” Interrupter and transfer crate load. Among these applications are (|) 
selector switch 5000 volt 400-amp, contin- disconnecting of individual transformers from 
vous, 400-amp interrupting capacity. primary feeders (2) sectionalizing loop circuits 
(3) isolating capacitors (4) interrupting exciter 
OF OPERITON current of voltage regulators (5) for fault pro- 
switch partly open onan om tection when used with power fuses. 
wp sates ae pars re » mone wee ©) Load interruption is accomplished by means 
tee emt - ie of a quick-break blade action as shown in 
figures 1 to 4. This action rapidly elongates and 
draws the are toward the base of, and within a 
confining chute. The lining of this chute when 
heated generates gases favorable to arc ex- 
tiiction. 
The “SL” Interrupter Switch can be supplied 
in single-pole, two-pole and three-pole units for 
100k-stick or remote control. It is also available 
as a complete unit for mounting directly on 
transformers. Metal enclosures are optional. 
Available in voltage ratings 5, 7.5 and 15 kv, 


at interrupter ratings of 400, 200 and 100 
amperes respectively. Continuous ratings can 
be in excess of interrupter ratings because main 


disconnect is independent of interrupter unit. 
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2 May z 





{ Missouri Valley Electrical Association begins accounting conference, Kansas 
City, Mo., 1949 





{ Pennsylvania Electric Association, Transmission and Distribution Committee, ends 
meeting, Dallas, Pa., 1949. 





American Water Works Association, Pacific Northwest Section, ends annual meeting. 
Bellingham, Wash., 1949. 





American Gas Association-Pacific Coast Gas Association will hold domestic research 
and utilization conference, Los Angeles, Cal., May 26, 27, 1949. 








ae at Protection Association begins 3-day annual meeting, San Francisco, 





Kansas Telephone Association begins annual convention, Topeka, Kan., 1949. 
Pennsylvania Gas Association begins annual convention, Wernersville, Pa., 1949. 








Wisconsin State Telephone Association begins annual convention, Madison, Wis., 1949. 





Radio Manufacturers Association ends annual convention and parts industry € 
trade show, Chicago, Ill., 1949. 








{ New Jersey Utilities Association me one-day  elne, Se, Absecon, N. J., 1949. 
4 Pennsylvania Electric Assn., Meter Committee, ends spring meeting, Reading, Pa., 1949. 





a 4 ater Works Association will hold annual conference, Chicago, Ill., May 30- 
une \ . 





{ Edison Electric Institute will hold annual meeting, Atlantic City, N. J., May 31- 
June 2, 1949. 





1 fam Gas Association begins production and chemical conference, New York, N. Y., 





{ National District Heating Association begins 4-day annual meeting, Swampscott, 
Mass., 1949. 














¥ New York State Telephone Association begins convention, Jamestown, N. Y., 1949. 
{ Pacific Coast Electrical Association begins meeting, San Diego, Cal., 1949. 











595 


























Mechanical “Bucket Brigade» 


This bucket cougyor fecds fucl to the boiler fixes at Kansas, City 
Power & Light Company's Northeast Station © { 
hd ? € 
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Is There Still a Need 


For Utility Holding Companies? 


There is, declares the author, since the holding company was 

the vehicle by which the industry got its start and on which it 

depends for its growth and with which it will have to continue 
if it is to meet the unprecedented demand for service. 


By JOHN P. CALLAHAN* 


HIs article proposes to deal with 

the broad question, “Is there still 

a need for holding companies ?”’ 
In view of the legal battles that have 
been fought over the question during 
the past decade or so, no one answer, 
particularly that of a layman, could be 
accepted with finality. As a matter of 
fact, the question would seem to carry 
the inference that corporate utility 
malpractices, which purportedly char- 
acterized the management of a few 
utility systems in the twenties, may 


*For personal note, see “Pages with the 
Editors,” 
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still exist. This, despite the vigorous 
administration of the controversial 
§ 11(b)(1) of the Holding Company 
Act by the Securities and Exchange 
Commission. 

With that premise, let us review cer- 
tain developments surrounding the 
subject of holding companies, from 
which some academic conclusions may 
be drawn: 1—their growth; 2—the 
advantages and disadvantages inherent 
in such structures; 3—the effect of 
regulation ; and 4—some comments by 
utility executives and observers of the 
industry. 
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Traced from their seedling stage, to 
use a phrase of the current season, the 
utility holding companies began in the 
gas industry about sixty-seven years 
ago with the incorporation of the 
United Gas & Improvement Company 
of Philadelphia, later the Union Con- 
tract Company. Twenty years later, it 
owned or controlled 34 companies in 
16 states. 


.’ is not our purpose in this article 
to dwell at length on development 
of the utility holding company; that 
phase of the story was covered quite 
thoroughly by David Cowan, writing 
in the June 3, 1948, issue of the Fort- 
NIGHTLY. Suffice it here, then, to give 
a cursory treatment to that phase of 
the picture for the purpose of pointing 
up the reason for their formation, and 
to evidence the impetus that holding 
companies have given to the swift and 
efficient extension of electric power in 
the United States. 

What would have become of the 
small electric plants that began to dot 
the countrysides in the eighties if the 
holding companies had not come to 
their rescue, is pointless conjecture. 
There is no better evidence of their 
worth than the fact that without the 
financial resources of the holding com- 
pany, the power and light industry 
could not have grown to its current 
size. No one will, or could, deny that 
there were some badly mismanaged 
systems in the twenties where abuses 
wrought untold hardships on investors. 
It was just such debacles that brought 
on the broad Federal investigation of 
the industry twenty years ago, with 
resultant rules and regulations so nu- 
merous, complex, and overlapping that 
one might ask if the point of zealous 
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overregulation attendant on a bu- 
reaucracy has not been reached. 


RACING the origin of a typical 

large utility holding system, the 
Electric Bond and Share Company, we 
find that an investment company, the 
United Electric Securities Company, 
was formed by the Thompson- Houston 
Electric Company in 1890 to take over 
the securities of small power and light 
concerns which were purchasers of its 
electrical equipment. Later, Thompson- 
Houston Electric was absorbed by the 
General Electric Company, which 
formed Bond and Share. EB&S, in 
turn, acquired the securities of operat- 
ing utilities that later became part of 
this vast and efficient utility holding 
company system. Other major utility 
holding companies formed fifty or 
more years ago included the North 
American Company (1890), and the 
American Light & Traction Company 
(1901). Still others were formed by 
engineering firms as the result of their 
acquisition of operating company obli- 
gations in payment for construction 
work, thus, in effect, forcing the engi- 
neering firms to become investment 
bankers, also. 


Advantages and Disadvantages 


|. gpiapynctigs has been made above 
to one major advantage of the 
holding company—the availability of 
finances to the operating company. 
That in itself could be pointed to as a 
singular justification for the existence 
of such enterprises. As the financial 
resources of operating companies be- 
came sufficient to their needs, they were 
able to attract additional capital for 
expansion through the sale of equity 
securities to the public. This situation 
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has had the rather adverse effect 
through the years of minimizing the 
role of the holding company. And, 
while there have been instances to sub- 
stantiate this condition, there also have 
been instances that bear out the funda- 
mental role of the parent company. In 
the early thirties, for example, the 
Puget Sound Power & Light Company 
was on the verge of bankruptcy when 
its parent, Engineers Public Service 
Company, came to the rescue, That 
company performed several other sim- 
ilar services for its subsidiaries. To 
mention a few, as recalled by Allen 
Hastings, a former officer of Engi- 
neers, its loan of $8,655,000 to Eastern 
Texas Electric Company some years 
ago, assumption of liability for a bond 
offering of another subsidiary, and 
heavy financing for the Gulf States 
Utilities Company. In that system 
there were examples of other services 
performed by the parent company, loss 
of which could not have been replaced 
at any price near comparable costs. 
Such services would include tax studies 
and policy advice based on system ex- 
perience. 


[* this connection, the list of benefits 
accruing to an affiliated company 
from the holding company’s experience 
is exemplified times over. There are, 
for example, the advantage of central- 


ized management, purchasing and 
construction services on a much lower 
cost basis than if contracted for outside 


of the “family” by the individual op- 
erating company. The current unprece- 
dented expansion program of the in- 
dustry is a good example of the econ- 
omies that can be derived from cen- 
tralized construction. 

To sum up the advantages, they 
seem to have been expressed with clar- 
ity by Matthew A. Morrison, a vice 
president of the H. M. Byllesby Com- 
pany, when he addressed the 1930 
convention of the National Electric 
Light Association: 


1, Consolidation of several operat- 
ing companies brings about an in- 
creased volume of business under one 
management. 

2. Such consolidation enables the 
organization to concentrate production 
in large units, increase the utilization 
of plant, transmission and distribution 
capacity, and employ the services of 
the best administrative, financial, op- 
erating, construction, technical, pur- 
chasing, sales, publicity, advertising, 
and other specialists. 

3. The work of these specialists 
brings two results: continually im- 
proved operating efficiency and in- 
creased volume of business which react 
upon each other to bring about im- 
provements in service and decrease in 
its cost per unit. 

4. Each consolidation increases the 
possibility for interconnection with 
other systems or groups, thus prevent- 
ing duplication of facilities and realiz- 
ing in full the advantage of quantity 
production which is, in general, a bet- 
ter product at lower cost. 

5. Due to consolidation of properties, 
increases in earnings, economies of 


e 


try about sixty-seven years ago with the incorporation of 


q “_.. the utility holding companies began in the gas indus- 


the United Gas & Improvement Company of Philadelphia, 
later the Union Contract Company. Twenty years later, it 
owned or controlled 34 companies in 16 states.” 
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operation, and diversification of risks, 
the financial standing of the group is 
so increased that capital for refunding, 
extensions, and improvements can be 
obtained at much lower cost for the 
group than would be possible for any 
individual property standing alone. 


O* the score of disadvantages of 
the holding company principle, 
the industry and Wall Street, separately 
and together, have revealed a few. 
Glancing at the crazy-quilt pattern that 
typified some of the pyramids of the 
twenties, the more financially conserva- 
tive members of the industry are justi- 
fied in their condemnation of former 
colleagues whose neglect and abuse of 
positions of trust were responsible for 
the imposition of certain severe and, 
in the opinion of some, hampering con- 
trols by regulatory bodies. 

From the viewpoint of adherents of 
integration, not all of the holding com- 
panies were efficiently connected. Then, 
too, there were the opportunities af- 
forded those in control to reap un- 
conscionable profits through monopo- 
listic contracts for many of the services 
rendered by the parent company. To 
their eventual regret and shame, offi- 
cials of large holding companies 
resisted to a point of suspicion public 
and regulatory agency inquiries on 
phases of intercompany activities. 


os revelations, or disclosures, 
made during the House Interstate 
and Foreign Commerce Committee 
hearings in 1935, presented to the gov- 
ernment evidence sufficient to rouse 
public antipathy, to say the least, to- 
wards the industry as a whole. Stand- 
ard Gas & Electric Company, for ex- 
ample, a $1.2 billion investment, was 
controlled by $23,0000f common stock. 
The committee heard that in one group 
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of thirteen top holding companies, five 
large systems were controlled through 
common stock whose nominal value 
was less than one per cent of the sys- 
tem’s assets. Some holding companies 
even acquired controlling common 
stock interest of operating units with- 
out any capital contribution simply by 
writing up the operating company’s 
assets, according to the Federal Trade 
Commission’s investigation. 

One of the most glaring examples of 
superstructures was the Associated 
Gas & Electric System which had 
273 companies. The operating com- 
panies were each separated from their 
top holding companies by 9 holding 
companies; 6 other operating compa- 
nies were separated by 8 companies. 
(Revamped after extensive reorgan- 
ization hearings, Associated now is 
known as the General Public Utilities 
Corporation. ) 


By rays on Associated, the 
Federal Trade Commission said 
it found “an extraordinary picture of 
the exploitation of an essential public 
service for which the holding company 


device served as a cloak.” This 
recalls a definition of a holding com- 
pany voiced by an observer of that 
investigation: “A legal device which 
could be substituted for practices that 
had been declared invalid.” 

Although the FTC said much more 
about Associated, including that state- 
ment that it was not an isolated instance 
of what it found in its investigation of 
holding companies, it did not give evi- 
dence of widespread existence of the 
practice. 

The investment banking fraternity 
floated many securities of holding com- 
panies, and the interest in the holding 
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TABLE | 
TOTAL PROPERTIES AND SECURITIES SOLD OR OTHERWISE DIVESTED 
BY REGISTERED PUBLIC UTILITY HOLDING COMPANIES 
December 1, 1935, to June 30, 1948 
Assets of Companies Divested 


(000,000 Omitted) 
Non- 
Gas Utility Total 


Number of Companies 
Elec- Non- Elec- 
tric Gas Utility Total _ tric 
Divested Companies No Longer 
Subject to Holding Company Act 
Divested by Exchange or Dis- 
tribution of Securities to Se- 
curity Holders 
Divested by Sale of Property or 
Securities® 


482 45 
369 = 578 


“851 623 


Divested Companies Still Subject 
To Holding Company Act! 
Divested by Exchange or Dis- 
tribution of Securities to Se- 
curity Holders 212 21 117 3,117 1072 — 
Divested by Sale of Property or 
Securities® 16 14 81 985 111 20 


3,224 


218 20 


4,102 


37 35 198 4,340 

1 By reason of their relationship to other registered holding companies. 

2 Northern Natural Gas Company, which was a subsidiary in three holding company systems 
and itself a registered holding company, is reflected as one divestment. 

8 Includes all cases where total divestment was effected by sales of entire property to one or 
more buyers. 





tion of the utility industry? One good 
that has stemmed from the creation of 
the act and related statutes, including 
the Securities Act of 1933 and the Se- 
curities and Exchange Act of 1934, is 


company device undoubtedly was sus- 
tained by the profits which investment 
bankers made from such security flota- 
tions. 

It seems appropriate to say here that 


on balance, the disadvantages, caused 
by a few persons, and seemingly im- 
possible of repetition in the bright light 
of regulation, are far outweighed by 
the advantages of the holding company 
principle which has brought more and 
better electric service to a greater num- 
her of people at lower cost. 


Effect of Regulation 
Wm has been accomplished by 


the twenty years of Federal in- 
vestigation and the decade of regula- 
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the assurance for the public that the 
utility empires that brought about their 
own downfall cannot be rebuilt. Such 
assurance, however, should not pre- 
clude consideration by the SEC of the 
adverse effect the agency’s interpreta- 
tion of certain sections of the act could 
have on the industry. 

Since 1935, according to Commis- 
sioner Harry A. McDonald of the 
SEC, 470 companies with aggregate 
assets of $11.3 billion have been 
divested, some in sales to other holding 
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company systems. A total of 1,431 
companies have been released complete- 
ly from the SEC’s jurisdiction by sale, 
dissolution, and merger. Near the close 
of 1948, there were about 46 holding 
company systems with total assets of 
$15 billion subject to the act. As the 
administration of § 11 is completed, 
many of these companies will pass from 
the jurisdiction of the commission, but 
there will remain a number of inte- 
grated holding company systems sub- 
ject to SEC regulation, he added. 
NX the request of the writer, the sec- 
tion of special studies of the 
division of public utilities at the com- 
mission kindly prepared the tabula- 
tions, Table I and Table II herein, 
which give a comprehensive picture of 


e 


the number of companies divested in 
the two periods mentioned : December 
1, 1935, to June 30, 1948, and July 
1, 1948, to March 15, 1949. 

With that record of accomplishment 
and the seasoned knowledge of the 
utility industry acquired by the com- 
mission during the past ten or more 
years, there are many persons in the 
utility industry who are beginning to 
admit that the corrective features of the 
act benefited the industry as well as 
the security holder. However, not all 
of the comments would indicate any 
unanimity of favorable opinion con- 
cerning the act and its administration 
by the commission, 

M3’ in fact, have criticized the 
commission sharply on_ this 


TABLE II 


TOTAL PROPERTIES AND SECURITIES SOLD OR OTHERWISE DIVESTED 
BY REGISTERED PUBLIC UTILITY HOLDING COMPANIES 
July 1, 1948, to March 15, 1949 


Number of Companies 


Elec- 
tric 
Divested Companies No Longer 
Subject to Holding Company Act 
Divested by Exchange or Distri- 
bution of Securities to Security 
Holders 
Divested by Sale of Property or 
Securities® 


Divested Companies Still Subject 
To Holding Company Act! 
Divested by Exchange or Distri- 
bution of Securities to Security 
Holders 

Divested by Sale of Property or 
Securities® 


Gas Utility Total tric 


6 


Assets of Companies Divested 
a (000,000 Omitted) 
ec- 


Non- Non- 
Gas Utility Total 


5 
ee 


273 
1 1 
22 «2h 


1 By reason of their relationship to other registered holding companies. 
2 Includes all cases where total divestment was effected by sales of entire property to one or 


more than one buyer. 
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score. This includes charges of “detri- 
mental liberalism,” an interpretation of 
the SEC’s administration of the act 
supposedly reflecting “‘flagrant’’ appli- 
cation of provisions that depressed the 
securities of the holding companies. 

In the fall of 1946, when the market 
was quite off, the holding companies 
were hoping that the commission 
would slow down on orders to sell 
operating company stocks as a step in 
compliance with § 11. The utilities were 
anxious to sell common stocks to raise 
funds for construction purposes. How- 
ever, the staff of the commission “con- 
tinued as radical as ever,”’ as one utility 
official phrased it recently when asked 
for comments on the over-all effect of 
the act. And, he declared, the staff “de- 
manded continued sales by holding 
companies, with the consequence that 
investors realized that there was going 
to be heavy selling of utility common 
stock for those reasons. This had a 
further bad market effect ; the situation 
now is such that utility companies have 
great difficulty in raising money for 
construction, and the holding compa- 
nies cannot sell stocks of the operating 
companies as ordered by the commis- 
sion in pressing for compliance, except 
at great sacrifice.” 


TS same theme continues with 
other utility men who declare that 
the SEC’s insistence on competitive 
bidding is “compounding our difficul- 
ties,” citing the unsuccessful offers of 
operating company issues. 

“The industry is anxious to comply 
with § 11 as rapidly as possible, but 
we feel that the SEC staff hinders us 
by trying to get too much done at once. 
Recent appointments to the commission 
indicate that the agency is tending to 


more conservative representation. Per- 
haps more of this will bring about 
harmony,” another said. 

Among the old-timers in the utility 
field are economists and analysts who 
have prepared issues for market, 
studied trends, and witnessed the “puri- 
fication” of utility stocks. These in- 
clude observers who declare that the 
high cost of new money, with the 
requirement of a higher return on the 


’ investment, has had the effect of hold- 


ing electric rates up; they cannot be re- 
duced as fast as they used to be when 
the utilities were able to get “cheap” 
money. As a corrective, the suggestion 
has been made that § 30 of the act be 
administered—integration. 

Utility lawyers also made some ob- 
servations, In their view the so-called 
“Big B” was improperly interpreted. 
“The breakup of many utility systems 
is unfortunate, uneconomical, for the 
country,” they declare. They, too, held 
that the SEC is hindering the industry 
at a time when billions have to be raised 
to keep the industry abreast of demand. 


| gaara of the fact that the 
Holding Company Act is here to 
stay would seem to obviate any 
retrospective consideration of its effect 
—-particularly by the few industry rep- 
resentatives who apparently refuse to 
accept it, and who insist on holding 
pointless post mortems. Fortunately, in 
the interest of expediting compliance, 
this segment of the industry is small. 
The majority of utility executives to- 
day are preoccupied with untiring ef- 
fort to keep apace of the greatest power 
demand in the history of the nation. 
Faced with the need to raise upwards of 
$5 billion in the next four years, they 
are anxious to complete compliance 
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with the act and not contest every issue 
surrounding the commission’s order to 
comply. 

To come around again to the title 
of this article, the answer obviously is, 
“Yes, there is a great need for the hold- 
ing company.” The utility industry is a 
vital, integral part of the national econ- 
omy, ranking about the largest after 
agriculture and the railroads—both of 
which, it seems significant to point out, 
are almost completely dependent on 
electric power for their existence. The 
holding company was the vehicle by 


which the industry got its start, on 
which it depended for its growth, and 
with which it will have to continue if 
it is to meet the unprecedented demand 
for electric service. The Securities and 
Exchange Commission, recognizing its 
grave responsibility, can work in har- 
mony with the utility industry and be- 
come a commendable, decisive factor 
in furthering the success of the na- 
tion’s economy through administration 
of an act on which the life or death of 
the electric power and light industry 
depends. 





Management’s Responsibility 


MERICAN business management must correct two serious 

operational errors if it is to survive. The first error 
of management is one of omission and involves its failure to 
meet the inescapable obligation of informing its employees and 
the public of the mechanics, advantages, and opportunities in 
the American democratic system. We have failed to merchandise 
the system of free enterprise to the voters of America. 

“The second management error is one of commission. Prac- 
tically every business and industry group in this great land of 
ours is outspoken as to the vital need for economy in govern- 
ment. The motive is twofold. Waste in government means eco- 
nomic loss and higher taxes. Also, the bigger the government 
the greater are the controls and the nearer is the approach to 
state Socialism. But management, itself, is in no small measure 
responsible for the failure to attain such economy and thus to 
prevent the continued growth of government, Despite strong 
statements of policy on this subject by almost every segment of 
business and industry, these same groups, or the individuals 
which compose them, are in the aggregate constantly campaign- 
ing for or supporting appropriations for government which they 
expect will serve their own selfish interests.” 

—S. V. FuLitaway, 
Secretary-manager, Western Pine 
Association. 


74 
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‘The Community Side 
Of Public Relations Problems 


Getting along with the people who are a public util- 

ity company’s neighbors is not a matter of dealing 

with isolated annoyances, but an accomplishment of 
general interest and fundamental importance. 


By BETTY LEE GOUGH* 


HAT are the most pressing com- 
W\ munity relations problems of 

public utilities today? And 
what can be done to solve these prob- 
lems? 

It is only in recent years, with the 
increased emphasis that wise execu- 
tives have placed upon getting along 
with the customers, that the utilities— 
as a group — ever considered such a 
thing as “community rélations.” Once, 
the headaches and problems of getting 
along with the people who are the com- 
pany’s neighbors and its customers 
were considered isolated annoyances, 
to be attacked with whatever tools and 
weapons happened to be at hand, 

Today, a vast majority of the na- 
tion’s public utilities recognize the fact 
that these problems have a common 
denominator. They are community 
relations problems. Community rela- 


*For personal note, see “Pages with the 
Editors.” 
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tions has been defined as “the art— 
and the continuing job—of getting 
along with the company’s neighbors, 
the men and women who live in its 
community, in a friendly, neighborly 
fashion; understanding their worries 
and requests, and trying to make them 
understand yours.” 

Most utilities today know that it is 
necessary to get along with the cus- 
tomers and, more than that, to have the 
customers like them. Achieving this 
objective is a community relations job. 
Essentially, it is a selling task. The 
company has to sell itself in the same 
way its salesmen sell telephone direc- 
tory listings, electric refrigerators, or 
rides to faraway places. 

The specific problems that crop up 
in this sort of selling are community 
relations problems. Today, the utility 
industry faces a set of community rela- 
tions problems that are vastly different 
from those which existed before the 


MAY 12, 1949 











PUBLIC UTILITIES FORTNIGHTLY 


war. The tensions, shortages, and 
priorities of the war and the immediate 
postwar period made many of them. 
Expansions due to increased postwar 
demand built up other problems. 


| han company faces a set of com- 
munity relations problems that 
(in the specific angles if not in the over- 
all problem itself) are different from 
those of other utilities. But the broad 
general pattern of community relations 
is not too different in one city or an- 
other. 

Knowing what all kinds of public 
utility executives are thinking and do- 


ing by way of solving today’s com-. 


munity relations problems can be help- 
ful in meeting specific community 
snags. Here are the reports of several 
representative telephone, gas and elec- 
tricity, transit, and transportation utili- 
ties in various sections of the country: 
According to John J. Carver, public 
relations supervisor of the New Eng- 
land Telephone & Telegraph Com- 
pany, Boston, Massachusetts, that 
company’s community relations calen- 
dar is clear. It got that way because 
of acontinuing policy for building pub- 
lic good will and public understanding 
of the company’s problems. 
“Fortunately,” Mr. Carver says, 
“we do not have any pressing com- 
munity relations problems at this time, 
nor do we anticipate any because of 
our long-range policy which has been 
in effect for many years. Operating in 
five states, and in hundreds of com- 
munities in these states, we have bene- 
fited by our own experience as well as 
the experience of other industries in 
formulating plans which obviate to a 
great extent any public reaction to our 
presence in any given community. 


Moreover, the very nature of our busi- 
ness does not lend itself to the com- 
munity problems which arise from the 
presence of smoke, odors, or fire 
hazards. 


66 W: at all times make concerted 

efforts to be ‘a good citizen’ 
and we sample public opinion before 
deciding upon any course of action. 
Having more than 37,000 employees 
is of great assistance to us in deter- 
mining any public reaction which 
might exist. 

“How we meet specific problems 
may best be illustrated by reviewing 
our experience in Cambridge, Massa- 
chusetts, some years ago when dial 
service was being planned for this com- 
munity. Studies revealed that our wire 
center would have to be relocated, 
meaning that our central office would 
have to be placed within the immediate 
proximity of the Harvard yard. To 
eliminate any reaction, the architecture 
of this new telephone structure con- 
formed to the architecture of the Har- 
vard University buildings with the net 
result that favorable comment resulted 
not only from the university authori- 
ties, but from the public in general.” 

Another telephone utility—the Lin- 
coln Telephone & Telegraph Com- 
pany of Lincoln, Nebraska—-still finds 
a knotty problem in community rela- 
tions hanging around despite efforts to 
iron it out. This problem consists of 
pacifying that large segment of the 
public which must necessarily wait for 
telephones until expanded facilities can 
be completed. 


6 B-~«. problem is not one but two, as 
the Lincoln Telephone & Tele- 
graph Company sees it. First poser is 
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to provide, “as quickly as possible, suf- 
ficient telephone facilities so that all 
who desire service may have it without 
unreasonable delay.” Until problem 
number one can be overcome, problem 
number two will still confront the com- 
pany. It is to get the community on 
the side of the company. “They must 
understand why a delay is necessary,” 
said an executive of the Lincoln Tele- 
phone & Telegraph Company. 

What can be done to overcome this 
double-barreled problem? Regarding 
it as essentially a selling job (most pub- 
lic relations experts regard all com- 
munity relations problems as such), the 
company uses newspaper advertise- 
ments to explain the situation, point 
out that it is adding new facilities as 
fast as it can, and make a plea for un- 
derstanding and codperation in the 
continuing shortage brought about by 
increased demand for telephones. 

Al Wood of the Kansas City Public 
Service Company sees safety as the 
utility’s most pressing community re- 
lations worry today. How much of a 
furor this rates in Kansas City can be 
seen by an editorial that the Kansas 
City Times ran last Christmas. Kansas 
City Public Service used that editorial 
as a tool to make its employees (and 
its community) aware of the need for 
better safety measures, and to sell the 
fact that the utility intends to do some- 
thing about it. Mr. Wood cites the 


Christmas editorial that was used by 
his company as an educational and as 
a selling tool : 


“Cy of tragedy in this Christ- 
mas season the conscience of 
Kansas City has stirred. We all know 
that most of the men, women, and chil- 
dren who are now listed in the traffic 
fatality records should be at the family 
firesides today. 

“For the present, at least, a convic- 
tion has spread over the town. In our 
hearts as well as minds we know we 
can do better and must do better an- 
other year. 

“The methods that make a city safe 
for ourselves, our friends, and families 
are well known, proved by the experi- 
ence of Kansas City and many other 
cities. A whole population aroused to 
the causes of accidental death and in- 
jury can remold the use of its streets 
to its own desire. 

“Back in 1933 when fewer cars were 
in Kansas City 101 persons were 
killed in traffic accidents. Most people 
were shocked but they assumed that 
such a terrible loss of human life was 
part of the price of using dangerous 
but otherwise pleasing motorcars. 

“Years passed. Kansas City discov- 
ered that a few other cities were prov- 
ing that such a price was unnecessary. 
We copied and improved their 
methods. 


e 


with the customers and, more than that, to have the customers 


q “Most utilities today know that it is necessary to get along 


like them. Achieving this objective is a community relations 
job. Essentially, it is a selling task. The company has to sell 
itself in the same way its salesmen sell telephone directory 
listings, electric refrigerators, or rides to faraway places.” 
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“In 1940 only twenty-four lives 
were lost to motorcars and Kansas 
City won the award for the safest city 
of its size in the United States. We 
could do still better next year. In 1940 
the one unconquered enemy of safety 
was darkness. General driving was so 
good that bad daytime accidents almost 
reached the vanishing point. 

“Now modern lights have covered 
most of the dangerous thoroughfares 
and they are spreading throughout the 
city week by week. Modern lights are 
so close to daylight that a pedestrian 
can be seen clearly a block or two away. 


os * are these methods that 
save lives? Nothing spectacu- 
lar. Most people have at least a general 
knowledge of the rules of good driv- 
ing, but they are easily forgotten for 
moments, sometimes tragic moments. 
Most people are ready to open their 
hearts to year-around observance of 
the spirit of consideration for others 
that rises high at Christmas time. 

“Never ending reminders are need- 
ed. Judging by the flood of letters and 
telephone calls to The Star this month 
there is as much spontaneous interest 
in good driving as in the weather. 
Keeping it alive every month of the 
year is the foundation of a safe driving 
program. 

“A very important reminder is the 
policeman. And that means a great 
deal of public patience and human 
charity is required. The responsibility 
for fair, intelligent enforcement is on 
the police officials. But at the best some 
policemen, like some drivers, are going 
to do fool things. The average driver’s 
patience is taxed to put the great, over- 
all objectives ahead of his own anger 
over a $3 ticket. 


“In the next year Kansas City will 
see its most ambitious campaign of 
public information. The city govern- 
ment and the safety council are putting 
money into it. The advertising and 
sales executives club is undertaking the 
job of saturating the whole city with 
information on good driving. The 
mayor has selected an outstanding civic 
committee to give force and direction 
to the campaign. 

“Today we can all look ahead to the 
Christmas of 1949. The conscience 
aroused now, the efforts to be made in 
the next twelve months can account for 
many united and happy families when 
the yule log flares and the lights glisten 
on the tree.” 


| y reprinting this editorial, the com- 
pany drove home its selling mes- 
sages with two hand-script messages. 
One, at the top, said : “Kansas City can 
have safety if it wants it bad enough.” 
Beside the bottom paragraphs was a 
similarly scripted note: “O.K. Now 
it’s up to us to make good on this.” 

According to E. N. Pope, of the 
Carolina Power & Light Company, 
Raleigh, North Carolina, two problems 
that loom largest on the community re- 
lations horizon today are, “Combatting 
inroads being made by the Federal gov- 
ernment into the electric power busi- 
ness,” and “Developing a more stable 
economy through agricultural and in- 
dustrial development.” 

The Carolina Power & Light 
Company is attacking these two prob- 
lems by: (1) beaming “advertising 
and publicity in the right direction,” 
and (2) sitting down with the local 
Carolina agencies to dope out measures 
for bettering the industrial and agri- 
cultural conditions in its area — then 
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THE COMMUNITY SIDE OF PUBLIC RELATIONS PROBLEMS 





Better Public Understanding 


“. . eastern utility cited ‘Better public understanding of our operations 

and finances’ as the biggest community relations problem of 1949. This 

is a problem of all privately owned American businesses. Like manufac- 

turers, retailers, other utilities, and private enterprises of all sorts, this 

eastern utility is using advertising space, tell-all booklets, and talks at 
meetings to explain the way it operates.” 





putting the plans developed with local 
agencies into effect. 


Mx pressing worries beset the 
transit utility. Four were listed 
by the Erie Coach Company of Erie, 
Pennsylvania. They are: 

The number of taxicabs that, un- 
der a five-for-the-price-of-one rate, 
carry short-haul riders around town. 
The short-haul riders had always been 
“profitable patronage” to the Erie 
Coach Company. But now it sees them 
slipping into taxis instead of busses. 

Share - the - ride arrangements at 
large industrial plants in the Erie area. 
The case of a single plant, which is the 
largest local employer, was cited by the 
transit firm. Here, share-the-ride plans 
left the Erie Coach Company with less 
than 10 per cent of the workers as 
patrons! 

Requests received from suburbs 
and outlying areas whose citizens be- 
lieve they are being shortchanged on 
transit facilities. Especially in the 
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newly developed suburbs do the resi- 
dents cry for more bus service. The 
problem of the company is to pacify 
them without overextending itself on 
unprofitable runs, 

Too low rates. These must be 
adjusted to higher rates at some time. 
How to do this without arousing pub- 
lic resentment is noted as one of the 
Erie Coach Company’s knottiest com- 
munity relations problems. 


HE company is frank in stating 

that nothing can be done about 
the first two problems: The share-the- 
ride plans at industrial plants, and five- 
for-the-price-of-one taxicab rates that 
draw patrons away from the busses. 
But it is taking measures to solve the 
remaining problems. 

To the residents of new suburbs and 
outlying sections, the company is mak- 
ing a strong effort to tell the facts. The 
bald facts are that it cannot support 
any more nonpaying lines under the 
present setup where its revenues from 
MAY 12, 1949 
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the profitable, long-established runs 
are decreasing. 

The rate raise question is a tricky 
one. The Erie Coach Company realizes 
that “it requires expert handling.” 
They’re trying to do the job so that 
the public will be in sympathy with the 
company, rather than against it when 
rates must go up. 

Another eastern utility cited “Better 
public understanding of our operations 
and finances” as the biggest community 
relations problem of 1949. This is a 
problem of all privately owned Amer- 
ican businesses. Like manufacturers, 
retailers, other utilities, and private 
enterprises of all sorts, this eastern util- 
ity is using advertising space, tell-all 


fornia, points out a problem that grew 
gigantic during the war, and hasn’t been 
entirely solved yet. The drivers whose 
courtesy or discourtesy to passengers 
can do so much to sell (and sometimes 
to unsell) the transit company, are not 
always as pleasant to their riders as 
drivers should be. Mr. Farrell names 
twin problems: safety and driver 
courtesy. These are his most pressing 
worries. 


teach better driving, and better 
handling of busses in automobile 

and pedestrian traffic, the Stockton City 
Lines is conducting safety meetings 
regularly for its drivers. The same sort 
of teaching sessions go into better pub- 


lic relations, 

Drivers learn that they are the 
company’s first line of neighborliness, 
and that the company is often judged 
by their conduct. 


booklets, and talks at meetings to ex- 
plain the way it operates. 


\ \ 71LLIAM S, FARRELL of the Stock- 
ton City Lines, Stockton, Cali- 





€¢ Prorit is not the same thing as money in the bank. A 
i caagante reported net income is not the same as the 
company’s cash account. It often happens that a company will 
pay out more money, not counting dividends, than it takes in 
during a year and stul will report a substantial profit. Profits are 
not something taken out of the stream of economic activity for 
the benefit of a few. They are an essential working part of the 
whole process of production, They are the means by which our 
productive facilities expand, As such, they benefit the entire 
community. They provide jobs for the people who put up new 
plants and who make new machinery. They provide jobs for 
the people who work in those plants and at those machines. 
“By making possible better tools and more tools per worker, 
they crease individual productivity, which is the only way that 
real wages can be increased. By making possible greater output 
of goods, they benefit the consumer. The profit which is rein- 
vested in a business may be compared with the seed corn which 
a farmer sets aside for future production. In a very real sense 
today, profits represent industry's seed corn, In a growing na- 
tion, such as the United States, there is a constant need for 
greater quantities of seed corn.” 
—Evucene Hoitman, 
President, Standard Oil Company 
(New Jersey). 
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Tomorrow’s Executives 


Since we seem to be living in the “Era of the Engineer” as far as utility 

corporation top executives and industrial leadership are concerned, it 1s 

a fair and sensible question to ask whether the schools of today are 

providing the necessary training for the executives of tomorrow. Here is 

a challenging analysis of the demands made at the top level of manage- 

ment, by an executive of one of the nation’s leading utility manufacturing 
concerns. 


By WALTER EVANS* 


VICE PRESIDENT, WESTINGHOUSE 
ELECTRIC CORPORATION 


through the years, because men 

have “made things.” And, by 
and large, the chief makers-of-things 
have been those mechanically endowed 
individuals—the engineers. 

They have become the real archi- 
tects of the good living we accept and 
enjoy today as a matter of course. They 
are our academic forebears. They 
have passed along to us a bright and 
honorable tradition of service to 
mankind. 

Thanks to them we understand the 
wheel and the lever; we generate and 
use steam and electricity ; we exchange 
intelligence by the printed word or by 
telephone, telegraph, or radio; we fly 
from coast to coast in a matter of 
hours; we have vaccines and vitamins 
to keep us healthy; and we use wood, 


(Crug has advanced, down 


*For personal note, see “Pages with the 
Editors.’ 
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paper—even coal—in the clothing 
which keeps us warm. 

Each of these wonders, today’s engi- 
neer takes in his stride. His ingenuity 
forms the broad base on which the high 
standard of living in America rests. 
This modern engineering development 
along with modern business methods 
will continue to make the United States 
the focal point of progress. 

It is important to recognize though 
that, with the increased complexities of 
modern business, the process of con- 
verting the engineering concept into a 
useful salable product has become al- 
most equal in importance to the orig- 
inal idea. Where earlier the engineer 
did his job, and the businessman tend- 
ed to his, there is a new demand now 
for executives—people who can co- 
6rdinate the operations of the many 
departments necessary for corporate 
success in industry. 
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Because engineering and business 
are irretrievably intertwined, consider, 
if you will, the major problems of suc- 
cessful business operation. 

It must design a product for which 
need exists or for which need can be 
created. It must procure its materials 
and plan its production so that costs 
will allow a reasonable profit mark-up 
—and still meet or better the price and 
performance of competitors. It must 
integrate all phases of its effort—de- 
sign, procurement, manufacture, dis- 
tribution, sales, finance, over-all man- 
agement—for maximum efficiency at 
lowest practical costs. 

There is nothing new or mysterious 
in this formula. It was employed a cen- 
tury ago, as American industry was be- 
ginning to come of age, and it is even 
more applicable today. 


sepemecans saw their first automo- 
bile a little over fifty years ago 
and liked it. They liked it so well that 
they decided it should be made avail- 
able even to families of modest means. 
The result was America’s first system 
of mass production, introduced and 
perfected by Henry Ford, and the 
world’s first low-priced automobile. 

Other auto builders were quick to 
see—and feel—the success of the plan, 
and soon they were borrowing from 
the same book. Manufacturers in oth- 
er fields noted the sensational growth 
of the infant auto industry and soon 
they too were copying its mass produc- 
tion techniques. 

The advent of mass production was 
a real tonic for the engineering 
profession. 

Prior to this time engineers had been 
going quietly about their work for 
years. They were recognized as neces- 


sary adjuncts to business, but when 
their designing and testing were com- 
pleted they usually retired to their 
laboratories to begin new experiments 
while administrators, trained in other 
fields, took over active management. 

These top-level executives usually 
came from two professions—they were 
bankers or lawyers. Few came from 
the ranks of engineers because of the 
dearth of engineers with the broad in- 
terest and experience required. 

Banker-trained executives contrib- 
uted an ability to translate the need for 
new or expanding plant facilities into 
language which prompted financiers to 
extend credits, a particular skill in 
working out tangled financial details 
with customers, a knowledge of for- 
eign trade and exchange, and a highly 
valuable capacity for handling hun- 
dreds of other matters beyond the scope 
or training of engineers of that era. 

Choice of attorneys for top manage- 
ment posts had a sharp rise as business 
became hedged ’round more and more 
by regulations, and as its tax burdens 
mounted. The practice had its early 
impetus during the trust-busting days 
of President Theodore Roosevelt. 


oo mass production the engi- 
neer came into his own. As in- 


dustry became more complex, the engi- 
neer who understood what was hap- 
pening joined the lawyers and bankers 
in administrative positions, because 
industry had new problems which only 
the engineer could solve. 

To most engineers this was a difficult 
and distasteful task because they were 
unprepared by training — and some- 
times by temperament as well — for 
this dealing with people rather than 
with things. 
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TOMORROW'S 


Despite these handicaps, during the 
last decade engineers have begun 
crowding the bankers and lawyers in 
this contest for high-level administra- 
tive posts. 

A dramatic example of how suc- 
cessful the engineer has been is found 
in a survey conducted by Earle 
B. Norris, dean of the School of Engi- 
neering at the Virginia Polytechnic 
Institute, which showed that one-third 
of the largest corporations in America 
—50 out of 150—are headed by grad- 
uate engineers. 

Mr. Norris explains that the survey 
was tailored to cover a cross section 
of American corporations, especially 
those which were large employers of 
labor or had vital problems of labor or 
public relations. Precautions were 
taken to avoid including an excessive 
number of corporations of a primarily 
engineering nature. 

The corporations represented in- 
cluded railroads, producers of steel, 
aluminum and copper, coal and oil, 
major technical industries, a wide 
variety of manufacturing including 
textiles, electrical machinery, agricul- 
tural implements, machine tools, to- 
bacco, furniture, and chain stores, mail 
order houses, department stores, and 
similar firms in principal cities. 
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EXECUTIVES 

ie looking at the results of this sur- 
vey it becomes even more signifi- 

cant when we realize that there are 1,- 

600 liberal arts and teachers’ colleges 

compared to 160 engineering colleges. 

Among the engineers already dis- 
tinguishing themselves in such posts 
are: 

Leroy A. Wilson, president of the 
American Telephone and Telegraph 
Company ; Benjamin F. Fairless, presi- 
dent of United States Steel Corpora- 
tion ; Eugene G. Grace, chairman of the 
board of Bethlehem Steel; Charles 
Erwin Wilson, president of General 
Motors ; and Crawford H, Greenewalt, 
president of E. I. DuPont. 

I THINK it might be well to digress 

for a moment to see just where 
engineers wind up in our economic life. 
Generally, they follow one of three 
courses : 

First are those who devote their 
lives to teaching, research, or advance 
development. 

Second, those who choose active 
careers as engineers in industry with 
the opportunity to move on to manage- 
ment posts. 


Third, those who never use their 
engineering education as such, but find 
it of greatest worth in achieving im- 
portant positions in other fields. 


Educational Background of 150 Corporation Presidents 


Type of Training 
Engineering 
Liberal Arts, Teachers’ Colleges 
Common School 
High School 
Lawyers 
Business Administration 
Commerce, Business Colleges 
Pure Science (all chemists) 


Per Cent 


33.3 
30.0 


10. 
8. 
7. 
4, 


Number 


7 
7 
3 
0 


3.3 
2.7 


The types of engineering represented in the above group included Mechanical, 14; 
Civil, 7; Electrical, 4; Chemical, 4; Mining, 3; Metallurgical, 2; Naval architectural 
and marine, 2; Aeronautical, 1; and unspecified 13. 
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Each of these categories makes an 
important contribution to our way of 
life, and it would be a brave man, in- 
deed, who would undertake to say 
which contribution is greatest. 

Our concern, however, centers about 
the second and third groups from 
which our distinguished list of present- 
day business leaders comes. When one 
considers that men in these groups re- 
ceive essentially the same scholastic 
training, it seems wise to inquire what 
specific characteristics enable certain 
men to move on to high management 
positions. 

Five special attributes appear to 
mark these successful individuals: an 
ability to express themselves clearly 
and well; normal curiosity regarding 
economics, finance, law, psychology, 
and other nonengineering subjects; a 
willingness to make the logical and 
reasonable compromise with perfection 
which day-to-day business requires; a 
ready understanding that income must 
exceed outlay ; and, above all, an ability 
to get along with their contemporaries 
and at least to understand their 
competitors. 

Unless one can express his views 
and opinions to others, he. is of little 
worth as an engineer or as an adminis- 
trator. Today’s executives must main- 
tain a constant contact with financiers, 
who provide their plants and credits; 
suppliers, who provide raw materials ; 
engineers, who design their products ; 
labor, which builds the products; the 
sales force; and, finally, the customer 
to whom they must look for the profit 
which enables them to continue in 
business. Unless their contacts with 
each of these groups are in mutually 
understandable language, their jobs are 
not well done. 


— collateral knowledge is es- 
sential to any engineer who as- 
pires to management posts. He must 
learn why people buy one product and 
ignore another ; understand the market 
trends and analyses; know the whys 
and wherefores of finance; become fa- 
miliar with elementary business law; 
observe labor trends and management 
reaction. ' 

Engineers are inclined by nature to 
be perfectionists. Every engineer is 
sure that his fine handiwork of today 
can be made even finer tomorrow, and 
it is amazing how often he is right. If 
our predecessors had been content with 
their first early models of the steam- 
boat, or the locomotive, or the airplane, 
progress would have bogged down be- 
fore science had an opportunity to 
produce its greatest marvels, 

B. G. Lamme summed up other as- 
pects of this problem many years ago, 
however, when he said, “The test of a 
good engineer is whether or not he can 
drop the subject when he gets a design 
that is good enough.” The truth of 
that statement is even more apparent 
today, particularly to the business ex- 
ecutive who recognizes that industry 
must produce goods—not just design 
them—if it is to prosper, and produc- 
tion is impossible if designs are 
changed from day to day. Thus, he 
realizes that practical operation must 
make the logical reasonable compro- 
mises with perfection which make pos- 
sible continuous profitable operation. 
The successful engineer-turned-execu- 
tive realizes that there is a sharp and 
irreconcilable difference between com- 
petitive production demands and the 
creation of a single model shop unit. 
Production requires, for example, a 
design which can be made at the lowest 
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Engineers As Perfectionists 
as atecerrag are inclined by nature to be perfectionists. Every engi- 
neer is sure that his fine handiwork of today can be made even 
finer tomorrow, and it is amazing how often he is right. If our prede- 
cessors had been content with their first early models of the steamboat, 
or the locomotive, or the airplane, progress would have bogged down 
before science had an opportunity to produce its greatest marvels.” 





cost consistent with satisfactory qual- 
ity. It calls for connections and adjust- 
ments easy to get at and simple to 
operate, It requires the fewest possible 
parts and the simplest assembly plan. 
It is this “know how” which frequently 
means the difference between red or 
black ink. 


iy is the basic “facts of competitive 
life” which the practical administra- 
tor never overlooks. 

Each of the foregoing characteristics 
is essential to management success, but 
there is another without which all 
others are lost. This magic key to 
successful administration is ability to 
get along with people. This ability to 
cooperate with one’s contemporaries 
influences every human relationship 
and is responsible more than anything 
else for the success or failure of a 
business executive. 

It is obvious that no man can pre- 
dict the future with complete accuracy. 
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At best, by analyzing the past and 
present, only a future trend can be 
contemplated—a trend which will be 
influenced by many forces, I firmly be- 
lieve that the engineer is tomorrow’s 
executive—if he wants the job and if 
we, as today’s engineers, lend our 
support. 

Fifty major corporation presidents 
are proving that engineers do make 
good management material. I think we 
are all proud of this record, but all of 
us should be devoting some of our 
attention to helping future engineers 
better this record for their own good 
and for the economic health of the na- 
tion at large. 

We know that some engineers make 
good administrators. The problem, to 
me, seems to be why aren’t there more 
engineers in executive posts, and what 
can we do about it? 


HE answer to the why question, 
I believe, lies deep-rooted in the 
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personal traits of character necessary 
for a man to be an engineer; and, in 
turn, in his training, his choice of em- 
ployment, and in the general environ- 
ment which these things produce. 

An engineer’s training—an orderly 
scientific approach to a given problem 
—gives the engineer a sound founda- 
tion for management responsibilities. 
If he adds the special attributes men- 
tioned earlier, he becomes eminently 
qualified for broader responsibilities. 

However, by its very nature, engi- 
neering attracts individuals who seem 
to find this broadening effort difficult. 
Students frequently are people of pre- 
cise mental habits, Their intense inter- 
est in their chosen field produces a 
marked tendency toward clannishness. 

Development of complex formulae 
or completion of hundreds of long- 
drawn-out experiments leaves little 
time for outside interests. Engineers 
deal in exact sciences, Two lines bisect- 
ed in the same way produce the same 
angle today—yesterday—tomorrow, 
and the engineer is inclined to develop 
his personality in the same ordered per- 
fection. 

Similarly, most of today’s engineer- 
ing training accents preparation for 
strict engineering application with lit- 
tle or no attention given the broader 
aspects of business administration. 
New types of engineering—the in- 
creased specialization of the engineer 
—have stampeded some schools into 
pouring more engineering courses into 
their curricula. As a result, in many 
instances, not even the status quo—un- 
satisfactory as it may be—is main- 
tained, but, instead, what few elective 
subjects engineers have had in the past 
are being supplanted by more engineer- 
ing classes. 
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i weakness of the present 
system, it would seem, is this 
failure to provide good, solid, academic 
fare which will guarantee a good en- 
gineering education plus the broader 
business background which will enable 
graduates to qualify readily for broad- 
er horizons. 

Finally, industry must not be guilty 
of limiting the possible achievements 
of the engineer in the management 
field. The engineer doing exemplary 
work in the laboratory or in the devel- 
opment field must not be prejudiced in 
his opportunities to accept new respon- 
sibilities because of the value of his 
work in his engineering position. 

I feel that these are the major rea- 
sons why more engineers are not mov- 
ing {nto managerial positions. The 
problem is what can be done about it? 

In the first place, I think we should 
realign our sights—give a new set of 
standards to tomorrow’s engineer. The 
miracles of modern living are a tribute 
to yesterday’s engineer—the man who 
was asked only to create them. If we 
can show that an engineer can provide 
even greater service in the future by 
expanding his activities beyond the 
pure engineering field, I feel sure that 
the student of today will accept this 
challenge and meet it as successfully 
as did his technical ancestors. 

Part of this campaign must include 
bringing home to the students in engi- 
neering schools the importance of ex- 
panding their interests to include a 
variety of activities, and to develop in 
their minds a receptive attitude toward 
“liberalized” curriculum, if the latter 
is to be made available, 


oe of the large amount of in- 
formation which engineering stu- 
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dents must absorb in a short period of 
time under our present educational 
system, diligent study becomes a neces- 
sity, and diligent study, in turn, fre- 
quently leads to aloofness. I certainly 
am not trying to discourage application, 
obviously because engineering cannot 
be absorbed in an occasional exposure 
to textbooks. It does require study— 
and serious study. 

But I believe there is a fine balance 
between serious study and the more 
riebulous advantages which come from 
collateral interests and participation in 
broader activities. For example, we at 
Westinghouse attach considerable im- 
portance to school activities in selecting 
men. It seems to me that participation 
in campus politics, sports, dramatics, 
journalism, and music, does much to 
develop the very characteristics so es- 
sential to managerial success. 

In moderating the training an engi- 
neer receives, colleges and universities 
can make even more valuable contribu- 
tions if they will reéxamine existing 
courses and realign subjects to meet the 
expanding needs of the engineer. This 
problem is not a new one of course. 
Several prominent engineering univer- 
sities and colleges are attempting to 
cope with it by expanding their cur- 
ricula. Many of the leading engineer- 
ing educators are working with indus- 
trial leaders, and much progress has 
been made. However, there are still 
many facets to be explored although 
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the general objective is becoming more 
clearly defined and accepted every day. 


| aera in this direction is indi- 
cated by such conceptions as the 
5-year plan advocated by the Amer- 
ican Society for Engineering Educa- 
tion, and by the tendency to deémpha- 
size engineering specialization in the 
4-year course with postgraduate work 
or industrial training providing the 
additional training required. Among 
the many colleges and universities 
pioneering in this field are Brooklyn 
Polytechnic, California Institute of 
Technology, Carnegie Tech, Case, 
Cornell, Cooper Union, Johns Hop- 
kins, Penn State, Purdue University, 
Princeton, City College of New York, 
Michigan State, Stevens Institute, 
Stamford, and the Massachusetts In- 
stitute of Technology. 

This policy of a thorough grounding 
in such basic engineering subjects as 
mathematics, chemistry, and physics 
while emphasizing the importance of 
English, public speaking, psychology, 
philosophy, and other cultural subjects, 
represents a realistic approach to the 
problem. Courses in political economy, 
industrial organization, and accounting 
—heresy in my days as an under- 
graduate—all point in the right direc- 
tion. But it is not the entire solution. 

In the first place, this program must 
be expanded to include all of the other 
engineering colleges and universities. 


years ago and liked it. They liked it so well that they decided 


q “AMERICANS saw their first automobile a little over fifty 


it should be made available even to families of modest means. 
The result was America’s first system of mass production, 
introduced and perfected by Henry Ford, and the world’s 


first low-priced automobile.” 
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It must be the rule rather than the ex- 
ception. 

In the second place, new teaching 
concepts, new types of courses must be 
devised if the engineering student is to 
obtain the best results from this depar- 
ture from traditional educational 
methods. 


aiken inserting the freshman arts 
courses into the engineering course 
will not solve the problem. It requires 
a new approach, new courses of study 
in cultural subjects which will attract 
and hold the interest of the engineer. 
For example, where a straight eco- 
nomics course might be of little inter- 
est, the economic results of the great 
engineering inventions might serve to 
bring economics home to the engineer 
in such a way that it will absorb his 
interest and destroy the far too casual 
approach which many engineers reserve 
for courses outside of their field. 

The development of interesting 
courses for the engineer in the cultural 
field represents the first challenge for 
the educator, The second challenge 
comes from the nature of the engineer- 
ing student—and to meet it the educa- 
tor will have to revise the teaching 
methods in this new field. 

Most engineers learn by doing, by 
solving problems, applying principles. 
The so-called engineering method has 
many virtues even when applied to 
problems in other fields. If the advan- 
tages of this method are to be retained, 
the cultural subjects should be pre- 
sented in such a way that the engineer 
can apply himself to the best of his 
ability. 

Specifically, the all too often ac- 
cepted method of presenting cultural 
subjects in a 2-textbook, long-series- 
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of-lectures technique will have to be 
revised if the ultimate goal is to be 
realized. 


Wm I feel that the present edu- 
cational system does a fine job of 
training research men, teachers, and 
engineers for advance development, | 
think the college can help industry’s 
engineer in another way. To close the 
gap between the classroom and indus- 
try, the importance of having the un- 
dergraduate and the teacher work in 
industry can hardly be overemphasized. 

In many progressive colleges, engi- 
neering undergraduates must have 
summer employment with industrial 
organizations as a prerequisite for a 
degree, From our own experience in 
working with members of the faculty, 
we know, too, that many of the instruc- 
tors and professors retain a vital con- 
nection with industry. Because this 
background is so important in connect- 
ing theory with practice, I feel that a 
definite program for all engineering 
undergraduates and all faculty mem- 
bers would be worth while. 

And, finally, what can industry do? 
In the first place, the trend toward ac- 
ceptance of the engineer as good execu- 
tive material is increasing. Engineers 
who have the additional qualifications 
necessary for management responsibil- 
ity are setting a successful precedent 
which will accelerate the progress of 
their younger colleagues. 

Then, too, industry has recognized 
its responsibility when it requests a 
broad-gauge educational program for 
engineering undergraduates. It is ful- 
filling this obligation with an inclusive 
program of student recruitment, and 
following along with what amounts to 
industrial “postgraduate” courses. 
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8 Bre of industry’s “postgradu- 
ate” work is the student training 


program offered by Westinghouse. 
Engineering graduates, joining our 
company, report to the East Pittsburgh 
Works where they study and work in 
many departments before they are 
ready for assignment to a specific 
division. 

Many companies prefer this system, 
even though they do it with the full 
knowledge that, but for the rare excep- 
tion, few of these men will “earn their 
salt” for at least a year or two. They 
know it will take them that long to get 
the “feel” of the business; to learn to 
find things; to observe methods; and 
—most of all—to begin to absorb some 
of the experience of their older asso- 
ciates. 

Although I agree that academic 
postgraduate work is essential for the 
research engineer and the teacher, I feel 
that for the industry engineer this 
actual training in industry is superior. 

By giving the graduate engineer an 
opportunity to inspect many different 
types of engineering jobs, he is more 
likely to select one which interests him ; 
he will do a better job; and he will be 
happier while he’s doing it. Then, too, 
since in his training period he sees what 
other departments are doing, he is 
aware of their problems and can offer 
better codperation. 


But even more important, the high 
degree of specialization in industry to- 
day frequently nullifies the effect of 
academic specialization. Because there 
are sO many varying factors, most 
graduates are understandably unable to 
decide what industry they want to work 
in, to say nothing of what particular 
phase will attract them. Furthermore, 
almost any industry you can name is 
developing so fast that much of the 
up-to-the-minute information is avail- 
able only in the industry itself. 


a recognizes these factors, 
and, for these reasons, prefers to 
offer graduate training in the plant. 

In short, I am not trying to set forth 
a brief on “how to succeed.” To do 
that I could only paraphrase an engi- 
neer of an earlier era—Benjamin 
Franklin. His simple formula—work 
a little harder than the man next to you 
—is as good today as it was in his time. 

What I do want to stress is that to- 
day the engineer faces new horizons. 
He can be of service not only in his pro- 
fession but also in the major admin- 
istrative posts of industry, Although 
progress has been made, it is up to the 
engineering student, the college, and 
industry to see that today’s engineer is 
qualified to fulfill his destiny. If all of 
us do our jobs well, we know who will 
be tomorrow’s executives. 





“> business looks to government to tide it over bad spots— 
worse still if it looks to government to quiet even its 
fears—it will become the servant of government, Business must 
look to itself and it seems to us that since the war it has done a 
fairly good job of looking to itself and tackling readjustments 
when they became necessary. That, and not government ex- 
penditures, is the thing to stress.” 
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—EpIToRIAL STATEMENT, 
The Wall Street Journal. 
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Fair Wages in Public Utilities 
And Private Enterprises 


A consideration of the foundation upon which just 
compensation to employees rests, and a discussion of 
its contradictions by special groups and ideologies. 


By J. O. HOPWOOD* 
DIRECTOR OF PERSONNEL ADMINISTRATION, 
PHILADELPHIA ELECTRIC COMPANY 


I. The Basis 


Ss this essentially a controversial is- 
sue or does it bear objective 
analysis? In the utility industry 

we have been conscious of the objective 
nature of the problem of wages for 
more than a quarter of a century and 
it has been considerably resolved to the 
principle that wages, basically, are 
integral with the accomplishments of 
the people in a company, over-all and 
individually. It strikes to the roots of 
society. 

The principle, obviously, is true in 
private enterprise throughout industry 
but a utility company is an institution 
in its community which inherently 
must be stable in order to perform a 
service fundamental in the life of the 
community. Its breakdown is a com- 


*For personal note, see “Pages with the 
Editors.” 
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munity breakdown. Responsibility for 
adequate development of the company 
has therefore been very great in utility 
company management. It has been 
realized that one of the conditions es- 
sential to stability is administration of 
justice pertaining to the work situa- 
tions and accomplishments of company 
people and that that means equitable 
distribution of their production liqui- 
dated into income. Such is the founda- 
tion of a balanced economy, which en- 
tails possession of what we produce, 
not its seizure by somebody else with 
power. 

Here is a condition which develop- 
ment of modern industry has brought 
into being not covered in the realm of 
orthodox economic theory. That de- 
clares : “Competition is the only force 
yet discovered which tends to give a 
fair wage to every worker.” A wage 
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set by competition depends upon the 
number of qualified bidders for the job 
ina free market. The larger the num- 
ber, the lower the wage, and this is no 
return for codperation and efficiency 
in the process of production. People 
associated in enterprise know it and 
resist it as economic dogma. Ineffi- 
ciency and instability result in an 
organization. 


fio only basis of fair wages in 
associated enterprise is accom- 
plishment, as is true of profits, because 
it returns to the individual his portion 
of the produce. The larger the job ina 
company, the larger is the accomplish- 
ment of the efficient job holder. Fair 
wages have corresponding differentials 
throughout the company wage struc- 
ture. This is codrdination of wage 
standards with levels of accomplish- 
ment. It is necessary in order to dis- 
pense to job holders, as far as possible, 
proportional returns in the distribution 
of the income via the payroll. The fact 
cannot be ignored in efficient manage- 
ment. 

These considerations arise from the 
concept that the company enterprise, 
like all other social units, is an organic 
body because it is composed of people 
(living organisms) specialized and 
united in exercising functions in living. 
Composition is by the process of or- 
ganization which operates universally 
as natural law in the creation and 
growth of all unit entities in existence, 
by specialization and integration of 
parts. Within the unit is cooperation 
by all members through integration. 
Outside is competition, among entities 
in the same environment, and “survival 
of the fittest.” 

In current philosophy at large, con- 
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ception of the organic nature of asso- 
ciation in human enterprise is deplor- 
ably lacking. People are scarcely con- 
scious of the operation of the basic laws 
of organization and their universal ef- 
fects on the world and on social rela- 
tions. We wonder why we have so 
much trouble. To the extent that these 
natural laws are not applied by the peo- 
ple, through constituted authority, dis- 
unity and conflict occur. In ignorance, 
they are no more to us than a mechan- 
ical scheme of human invention, but in 
nature they are cosmic in creation and 
growth from the atom on up to the 
living organism and from jungle life to 
organic society. In the evolution of. 
modern industry, people have become 
associated in enterprise with extreme 
specialization in division of Jabor and 
integration in company organizations, 
but the process falls far short of con- 
summation through our blindness. 


| utility companies, it has long been 
realized that to hire today and “fire” 
tomorrow, to get cheaper “help” in a 
competitive market, even in times of 
depression, means inefficiency and in- 
stability. People must be selected and 
trained for continuing service in spe- 
cific operations of a great many kinds. 
They must grow in it. This is of mutual 
interest to them and the company. Few 
could duplicate their wages elsewhere 
because they have increased through 
progressive increments in the particu- 
lar service. Such wages, obviously, are 
not just determined by free competi- 
tion in the labor market for labor as a 
commodity. Could we expect that, in 
the evolution of associated enterprise 
in a growing society, the problem of 
wages would remain in the horse-and- 
buggy stage? 
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Public patronage of utility service 
has constantly increased as efficiency in 
company operations has constantly in- 
creased, producing more and more 
service at less and less cost with in- 
creasing return for company distribu- 
tion to more and more creditors, job 
holders, and investors. These are the 
effects of the process of organization 
in private enterprise — higher and 
higher standards of living and social 
life. Efficiency pays everybody. 

In every company enterprise, pro- 
duction is the accomplishment of its 
people, united; engaged in either pro- 
viding the tools (capital) or in doing 
the human work in all of its categories. 
The production, liquidated (sales), is 
gross income. Less claims of outside 
creditors, this organically reverts to 
the members of the enterprise — job 
holders and capital investors, as their 
own in proportion as they function in 
the accomplishment. Functionally, 
they are partners. Investors provide 
the tools and equipment and job hold- 
ers perform the human work. 


H’’ can we know what this all 
amounts to? It is an organiza- 
tion problem. This problem is not con- 
fined to the realm of any one compart- 
ment of human knowledge—orthodox 
economics, law, finance, conventional 
engineering, etc. It has wider scope, 


involving conception of the organic 
world to which it basically pertains, 
The company is the object of examina- 
tion as to its human composition 
(structure) and operation (func- 
tioning). 

Analysis shows the company organ- 
ization as a unity with two phases in 
structure and function, inseparable in 
production. They are two bodies of 
people, each organized for its own 
functions. One consists of the in- 
vestors, who provide the capital func- 
tions, and the other consists of the 
employees who provide the human 
operating functions in production. 
Profits are the returns to the investors 
and wages the returns to employees. 

Company operations performed by 
the employee organization are under a 
chief executive who ts an employee. 
Duties in management as well as in 
routine work are delegated to job hold- 
ers from higher to lower levels. Duties 
in organization and administration 
(management) are job duties in the 
production process in any line of work, 
office, plant, or field, and everyone ina 
job of any kind has a part in the pro- 
ductive accomplishments of the whole. 
The material interest of every job hold- 
er is basically the same—for an equi- 
table share (wage) in the production. 
This is true also of the investor of 
capital, It is evident that, as individual 
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accomplishment, as is true of profits, because it returns to the 


q “THE only basis of fair wages in associated enterprise is 


individual his portion of the produce. The larger the job 
in a company, the larger is the accomplishment of the effi- 
cient job holder. Fair wages have corresponding differentials 
throughout the company wage structure. This is codrdination 
of wage standards with levels of accomplishment.” 
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members, we are in close cooperation 
with others in specialized work, in- 
tegrated in producing the commodities 
or services which are sold. This is our 
part and interest. The company as a 
whole is the entity in production, not 
we individuals who compose it. 


6 be nature of any organic struc- 
ture is intelligible only as we can 
comprehend it as a whole. This is true 
of a company and any other organized 
body. The company must be seen in 
perspective and in its human nature 
and managed as a whole, not as parts 
separately and in conflict. The jobs of 
its people are parts in the work of the 
whole and have no separate existence 
or value. Cost of labor sold as a com- 
modity through bargaining power 
does not affect the size of a job in an 
enterprise. 

From production sold, in a going 
concern, after deduction of claims of 
creditors outside, we have a net 
amount which is divided between 
capital investors and job holders. Here 
the division is arbitrary but it can be 
reasonably equitable through collab- 
oration and intelligent judgment of the 
people in the light of experience and 
developments from year to year. The 
facts can be known to all concerned 
through close communication and 
statement sufficiently simple in ex- 
planation. Gains from progressive ef- 
ficiency must be divided and under- 
stood. Prices, wages, and profits are 
subject to efficiency in operations, and 
wages thus related to income are a 
share in production and an incentive 
to efficiency when understood and ex- 
perienced by the participants ; the peo- 
ple reap what they sow and are 
conscious of it. 
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IX this functional partnership, how 
do we, as individual job holders, 
share equitably in the total payroll dis- 
tribution, whatever its amount may be? 
It is obviously by dispensation in pro- 
portion to the extent of individual 
coverage in the work of the company 
as a whole. But how can that be 
appraised ? 

Our work, individually, has always 
been appraised roughly, but it must be 
identified, specified, compared analyti- 
cally with the others, and judged as to 
scope and performance. Judgments 
of scope of job are not slide-rule meas- 
urements but they are collaborative, 
open to criticism, and not in the realm 
of mystery. The unskilled, the skilled, 
the supervisory, the technical, and ex- 
ecutive jobs are all objective in nature. 
Observable differences in jurisdic- 
tional and problem area are positive for 
equitable distinctions. 

The point, with regard to the jobs 
themselves, is that in every organiza- 
tion, through its division of labor and 
integration to operate as a unity, the 
jobs, by natural law, form a gradation 
in coverage. This is from the widest 
coverage or scope of duties of the chief 
executive job downward, as the fields 
covered are more and more restricted, 
to the simplest unskilled jobs. The 
meaning of this is that potential ac- 
complishment in the work of the whole 
relates to the scope of job duties. 


Bt measure is relative among the 
jobs which make the whole. The 


organization is a concrete structure, It 
can be analyzed into its units of com- 
position and their job components. The 
jobs can be analyzed into their duties 
and consequent detailed activities and 
aligned in their natural gradation from 
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Selection and Training of Employees 


aad be utility companies, it has long been realized that to hire today and 

‘fire’ tomorrow, to get cheaper ‘help’ in a competitive market, even 

in times of depression, means inefficiency and instability, People must be 

selecied and trained for continuing service in specific operations of a great 
many kinds. They must grow in it.” 





chief executive down to the bottom in 
as many levels as necessary to dis- 
tinguish appreciable differences in 
scope of duties (functional area), re- 
gardless of kinds of work. Any other 
consideration is irrelevant and mis- 
leading. We are subconscious of this 
order, but we can bring it to full con- 
sciousness as we would do in dealing 
with things in the physical world, and 
it is sufficiently simple. Complete 
analysis shows the specific jurisdiction 
and activity of every job and is positive 
evidence for comparative alignment in 
the series of the organic whole. 

How can this affect our wages as to 
equitable differentials ? This too is suf- 
ficiently simple. To the gradations 
which we can mark off for recognizable 
differences in the series of levels from 
top to bottom, base wage rates can be 
assigned with an equal percentage dif- 
ferential. This establishes bases with 
proportional differences for jobs in the 
different levels. They are for full pro- 
ficiency performance but, for each 
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level, several lower rates with equal 
percentage differential can apply for 
progression in proficiency up to the full 
measure. Thus we have a base wage 
rate structure coordinated throughout 
with respect to the levels in productive 
accomplishment, and the people can 
share proportionately in what they pro- 
duce. They reap what they sow. We 
are not averages ; we have individuality 
and so do the companies in which we 
work. Statistical averages and totals 
for industry at large are abstract and 
no measure of what we in individual 
companies are doing. 


IT. Contradictions 


} panier distress, of which we 
have had so much, relates to the 
lack of a stable foundation of ideas of 


our industrial relations. The focal 
point is wages, meaning all income 
from human work. Arbitrary powers 
are seizing our equities in production in 
large measure and changing our 
American way of life. We have been 
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largely committed to class ideas when 
we should think of ourselves in our 
individual situations, associated in 
enterprise and earning a corresponding 
share of the production as our wages. 

One of the supporting reasons ad- 
vanced for the National Labor Rela- 
tions Act was to make way for “labor” 
to share in the returns from produc- 
tion through bargaining power. The 
share was to be measured in terms of 
bargaining power and the balance of 
power was to be in favor of a class. 
The position of the individual in the 
operations of production was left out 
and even barred from consideration in 
the pattern of conflict which has been 
established between two classes — 
“labor” and “management.” 

All of us, whose work is our liveli- 
hood, claim as self-evident and inalien- 
able the right of freedom to work and 
to possess what we produce. We be- 
lieve in government to protect these 
rights. What we receive from our work 
is our wages. Are the values of our 
production and our wages equal? To 
know and establish this equality is the 
problem of wages in the economy of 
the community. Inequities and misun- 
derstanding are causes of endless con- 
flict, instability, and chaos in our social 
life. 


ip the economy of a free society, the 

individual must produce in order to 
consume. He is basically on his own 
in our complex civilization just as much 
as he was in the wild life of the jungle. 
The problem now is to establish order 
—to identify the true position of the 
individual in the process of production, 
to distribute the returns equitably and 
have the people conscious of the facts 
in each particular enterprise. 
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As sponsored by the government, 
the concept of our industrial relations 
is that people in the same company, al- 
though working in the same undertak- 
ing, consist of opposing factions and 
promiscuous groups contesting over 
division of spoils. The pattern, estab- 
lished by fiat, is one of conflict to exer- 
cise opposing powers in bargaining; 
“might is right.” In an organization, 
class distinctions with different inter- 
ests are incompatible, In contradiction, 
“labor” and “industry” are set up 
against each other in the community 
at large. 

Class structure is a false theory of 
society because a social class is not a 
social unit. A company is a social unit. 
Social class denotes only social char- 
acteristics, not social functions, and 
class consciousness is a class feeling. 
Social class distinctions among the peo- 
ple create opposing factions which is 
disintegrating in an organization. 


Hs society is much more than 
a collection of people of various 
classes but it is not an organization as 
a whole. It is a complex of mobile 
social units, large and small and ex- 
tremely diversified. Few, if any, indi- 
viduals are dissociated. Nearly all 
are associated in multiple unit affilia- 
tions and organizations more or less 
developed to meet the needs of particu- 
lar interests of the people participating 
in them. These associations are the in- 
stitutions of family, government, re- 
ligion, education, recreation, etc., and 
social groups, as well as the industrial 
and business enterprises. A social unit 
is an association of individuals for 
united action with a common objective. 
People of a class or various classes may 
join but it, in itself, is not a social class. 
MAY 12, 1949 
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Each of these units lives in an en- 
vironment much like a living organ- 
ism. The environment must contain 
the elements for its sustenance or it 
ceases to exist. Most of them are de- 
pendent upon other units in the en- 
vironment to obtain materials and 
services by purchase, exchange, or 
other patronage, as among business 
enterprises. Thus, they are largely in- 
terdependent and society is very com- 
plex but has no over-all management 
as in an organization. Attempts to 
manage it over-all have never succeed- 
ed and never will for human nature de- 
mands freedom of initiative and selec- 
tion for us, as individuals, to work and 
live in our own various ways. Com- 
munism and other forms of pure So- 
cialism are in contradiction. 


i the wide world, power politics is 
known to be the wrong basis for 
lasting peace in international relations 
and we seek “One World,” but in our 
country it has been prescribed as the 
right basis for peace in industrial re- 
lations. This is another contradiction 
in thinking with which we find our- 
selves after World War II. Power 
politics is concerted exercise of bar- 
gaining power for factional self-inter- 
ests. It is the only course open as long 
as a pattern of conflict cannot be 
changed to one of collaboration and 
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unity, but, within our own country, it 
has been set up as the basis of codp- 
eration in industrial relations. Codp- 
eration does not come out of it because 
it is opposite to it and industrial rela- 
tions are, to a large extent, unstable. 

By the nature of organization, mem. 
bers of a company are its beneficiaries 
and, therefore, allegiance to it is in 
their interest. In contradiction, how- 
ever, this is extensively transferred 
from company membership to outside 
union membership, through the pattern 
of conflict, and interest in accomplish- 
ment by the company is largely dis- 
avowed. This need not be, but the idea, 
extensively advanced, is to belong to 
the union, and it will sell, as a com- 
modity, the labor of its members to the 
company by bargaining power, instead 
of collaborating, for their functioning 
in mutual interest, with a company dis- 
posed to collaborate. 


I’ many lines of work, men are 
forced to belong to a union to be 
employed and often to do less than “the 
day’s work,” and the enterprise is 
forced to employ more people than ever 
were necessary for its production. 
Then, it follows that accomplishment 
is not the basis of wages but the basis 
is cost of living. This is seizure and 
the public pays until the buyers strike. 
A more preposterous idea could hardly 


as efficiency in company operations has constantly increased, 


q “PuBtic patronage of utility service has constantly increased 


producing more and more service at less and less cost with 
increasing return for company distribution to more and more 
creditors, job holders, and investors. These are the effects 
of the process of organization in private enterprise—higher 
and higher standards of living and social life. Efficiency 


pays everybody.” 
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FAIR WAGES IN PUBLIC UTILITIES AND PRIVATE ENTERPRISES 


be thrust upon a civilized society. We 
must live on the value of what we pro- 
duce, not the cost of what we do not 
produce. 

It is argued that “management” is a 
class of people with autocratic power 
which has exploited “labor” and, in 
self-defense, “labor” must transfer its 
allegiance and interest from the com- 
pany to an outside power. There is no 
doubt that many managers and super- 
visors, left to their own devices in 
responsibility for costs, have exploited 
subordinates with the price theory of 
wages and the idea that low cost means 
low wages. But the practice has not 
been universal for a long time and does 
not justify a pattern of conflict spon- 
sored by government for industry at 
large, to shift power for exploitation 
in reverse. 

Reversing power for exploitation is 
no cure for the disease. Collaboration 
and mutual understanding are the only 
means to codperation. Measures to 
promote these conditions are features 
of integration, but measures to pro- 
mote power contests in a company are 
features of disintegration. Rule by 
power is not the principle of govern- 
ment in our way of life. Checks and 
balances and the Bill of Rights were 
written into the Constitution to pro- 
tect the individual or larger minorities 
from tyranny which sometimes a ma- 
jority will support. We must correct 
exploitation regardless of who may 
practice it, It is conduct to be con- 
trolled, not class advantage to be regu- 
lated by shifting power for favor or 
disfavor which is always disintegrating 
in community life. 


: l ‘HE whole idea that life is essen- 
tially a contest for advantage over 


others in business—“One man’s gain 
is another man’s loss’”—and that bar- 
gaining power and cost of living are 
measures of earned income is false 
philosophy. It contradicts the old 
adages, “Whatsoever a man soweth 
that shall he also reap” and “Fair ex- 
change is no robbery.” 

Accomplishment is production ; this 
and nothing else can ever be earned 
income to individuals and the basis of 
economic life in the community, A fair 
deal is a service to both parties in a 
transaction, but an organization is a 
unity—one party, not two, and its dis- 
cussion table is basically a “round 
table,” not one with opposite sides. 
Relationship is between the company 
and its individual members; not be- 
tween classes or groups within. 

It is obvious that our interest in the 
workaday world is for what it pays us, 
not only in wages in the narrow sense 
but also in other satisfactions in ac- 
complishment and association. Man is 
a social animal. To have common in- 
terest with and recognition and esteem 
of others is a most powerful incentive 
to ambition. It couples with the urge 
to construct something useful or inter- 
esting to self and others and satisfac- 
tion in progress in enterprise. The 
satisfaction is the relaxation for the 
pull required, 

On through the Middle Ages, hope 
for the future came through faith in 
life everlasting in heaven. But a cen- 
tury ago, Karl Marx substituted for 
this faith, the faith in a new social or- 
der here on earth by overthrow of the 
“capital” class by the “labor” class as 
the inevitable result of oppression. He 
said labor produces capital and all 
things of value, which contradicts the 
fact that God made our natural re- 
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Cost of Living Basis for Wages 


cey™ many lines of work, men are forced to belong to a union to be 

employed and often to do less than ‘the day's work,’ and the enter- 

prise is forced to employ more people than ever were necessary for its 

production. Then, it follows that accomplishment is not the basis of 

wages but the basis is COST OF LIVING, This is seizure and the public pays 

until the buyers strike. A more preposterous idea could hardly be thrust 
upon a-civilized society.” 





sources and they have value in them- 
selves. But the premise suffices for an 
egotistical claim, and Communism has 
become a religion. 


Yr may have some fruit trees on 
your land and you claim them as 
your property, your inalienable right. 
They yield fruit and that is income 
from them which you also claim. The 
trees are capital. They are not the prod- 
uct of labor, neither is the fruit, “Only 
God can make a tree.” You may, your- 
self, or with the help of others, culti- 
vate the trees and promote their 
growth and yield. Then, human labor 
has a part in the production, also when 
this includes harvesting, packing, ship- 
ping, and marketing. Then you have 
developed an enterprise and divide the 
produce (liquidated into cash) with 
those who do the work. This, of course, 
happens in all farming operations. 
The principle is the same in industry. 
Actually, farming is an industry. 
Buildings, machines, and other equip- 
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ment are tools in production in any en- 
terprise. They are capital. It is true 
that they did not grow like the trees, 
but they were bought out of people’s 
savings from prior production just as 
the land and trees were, and the uses 
they provide are the fruits which be- 
long to the owners but are applied with 
labor in new production operations, 
making jobs for people in production. 
Investors of capital and employees in 
an organization are functional part- 
ners. 


ve Marx said, too, that reduction 
in cost, forced by competition in 
industry, always means reduction in 
wages. That we know, in our time, 
contradicts the fact that efficiency of 
labor and machine operations has re- 
duced both cost and prices and, at the 
same time, increased wages and profits 
by increased sales. 
Thus, standard of living has in- 
creased constantly in our country until 
the present time. 
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We should remember too that orig- 
inating, planning, and directing opera- 
tions is “bourgeois” in the Marxian 
philosophy, rather than a part in the 
human work or labor as a whole in an 
enterprise. They are the creative ac- 
tivities which we call management— 
the head operations which give the 
hands their work to do. This is the 
over-all prime mover. But it is said 
to be parasitic on “labor” and, in our 
time and country, is said to be (in legal 
language) in a different interest. Such 
a contradiction seems unthinkable. 

Returns per man-hour of work are 
different in different companies and, in 
spite of the price theory of wages, a 
common wage rate for any type of 
work does not exist in a community or 
an industry. It could not be otherwise 
because companies act individually in 
establishing initial rates and in grant- 
ing, out of sufficient income, both gen- 
eral increases and merit increases to 
individuals. Figures when circulated 
show wide variations. This is con- 
tradictory to the theory of wages as the 
market price of labor—“equal pay for 
equal work.” 

The facts are confusing to many 
people and many managers do not un- 
derstand them. 


we is equal pay for equal work? 
There is no intercompany rela- 
tionship, and price is no measure. It 
can be only an internal relationship in 
every company. It is individual with 
regard to its own people as to what they 
accomplish as a company and as indi- 
viduals in the company organization. 
To fix wages by what is paid in other 
companies is inequitable because that 
practice is no measure of what the peo- 
ple in our own companies accomplish, 
either as a whole or individually. That 
is the basic consideration for wages as 
a share in production and equal pay for 
equal work. External codrdination and 
internal codrdination are impossible at 
the same time because companies and 
their people have individuality. 

Spiritual force of faith in a cause is 
the basis of hope for that cause. The 
things which people experience or feel 
as affecting themselves in enterprise, in 
government, and in all other associa- 
tions either strengthen or weaken their 
faith for their support. Therein lies 
the power of leadership. Our concepts 
are basic and directive. They must be 
objective, not subjective, and faith is 
inspired not by talk but by action af- 
fecting the people and bringing them 
into the fold. 





— most important problem facing American manage- 
ment today is the problem of human relationships. We 
must help our employees to understand and feel that they are of 
the American free enterprise system. To do this successfully, 
we must be prepared to take them into our confidence and share 
with them the facts about our individual businesses. With an 
understanding of these facts, an employee can come to feel his 
own importance in the process of production and can be encour- 
aged to make his greatest contribution to success.” 


—WALLACE F, BENNETT, 


President, National Association of 
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Regulation v. Bus Economics 


I= F. Curtin’s article in your February 
17th issue analyzing the plight of the urban 
bus companies was most timely and properly 
forceful. This problem is so vital to public 
welfare that it deserves further elucidation. 

The fundamental error is the attitude of 
many of the regulatory commissions. The 
commissions are not bound by law to use orig- 
inal cost with straight-line depreciation as a 
rate. base, yet this is too common a practice. 
The commission may, in New York state at 
least, set such a bus fare as is adequate, just, 
and reasonable, and, as I interpret its scope, it 
is not bound by any definite prescribed legal 
omg The regulatory commissions now 
surely have the legal right if they would but 
exercise it to grant such relief as will give the 
bus company an incentive to purchase the 
equipment and give the service the public needs 
and the company desires to give. An equitable 
rate of fare should be found only after consid- 
eration of all relevant facts. It is unfortunate- 
ly relevant that the average urban bus com- 
pany today is in an unhealthy precarious con- 
dition. Public mass bus operation is a civic 
necessity, the very lifeblood of the existence of 
our communities. It is treated too much as 
though it were a monopoly which needed to be 
curbed in the public interest, when as a matter 
of fact it is a highly competitive business— 
its greatest competitors being the privately 
owned automobile and the taxicab. The proper 
definition of “public” should include the own- 
ers of capital stock and obligations as well as 
the bus rider, but over and beyond all it is the 
civic community which is served and sorely 
needs even better service. 


[:.i is a relevant fact that few urban bus op- 
erations can be sold for the original cost 
depreciated of their physical property, The i in- 
herent risks are too great. A commission’ s fig- 
ured “fair return” of even 10 per cent is no 
guaranty that the company will even make 


OUT OF 
THE MAILBAG 


operating expenses. I am sympathetic toward 
Curtin’s formula but I would prefer no fixed 
mathematical formula. I am perhaps old-fash- 
ioned, but I still hold to the dictum that the 
commissions should consider all facts which 
have any bearing upon a proper determination 
of the fare. I also believe that commissions 
must act more promptly in granting relief. 
Wage increases are mostly retroactive. In- 
creased fares lag by often a full year after 
retroactive wages go into effect. Prompt— 
even temporary—relief would tend to hold the 
line against actual red-ink confiscation during 
the lag period. These companies most of all 
need sympathetic and constructive considera- 
tion of their problems—of their desire to give 
the best of service to the greatest extent prac- 
ticable. 

I am sending you this short note not with 
the thought that I have solved any problem 
but with the desire to see the subject more 
thoroughly explored. Probably my most im- 
portant point is that unless these companies 
have more sympathetic and constructive treat- 
ment, they are not going to continue to func- 
tion even as they are doing today in spite of 
their unfair handicaps. 

Please also appreciate that I have not in- 
tentionally maligned any regulatory commis- 
sioner, many of whom are my personal friends, 
but the whole national situation is so serious 
and appalling that it deserves and must have 
their full appreciation of all the pertinent 
facts. I hark back to my statement that there 
is still too much of a tendency to treat this 
industry as a monopoly to be curbed. The 
commissions too often point with pride to their 
assumption that by not granting the needed re- 
lief they have saved the voting bus riders all 
of one and one-half cents per ride. The indus- 
try should be regulated but confiscatory regu- 
lation (too little and too late) such as is today 
too prevalent, spells but disaster to the civic 


community. —Wutis H. Sawyer, 


Executive engineer, 
7 
New York, New York 





4 oT isn’t a city in the United States that is not in a financial strait 
jacket through the lack of representation in state legislatures. A 


rural oligarchy, dominating the legislatures, also controls the cities. 


—Georce W. WELSH, 


President, United States 
Conference of Mayors. 
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Natural Gas Hearings 


ASS there was little expecta- 
tion on the Washington scene that 
the 8lst Congress would get around to 
amending the Natural Gas Act—at least 
during its first regular session—some im- 
portant spade work on amendatory bills 
was done by a subcommittee of the 
House Interstate and Foreign Commerce 
Committee, headed by Representative 
Oren Harris (Democrat, Arkansas). 
This committee held hearings early in 
April on at least three bills designed to 
ease the threat of Federal Power Com- 
mission regulation which independent 
producers and gatherers of natural gas 
claim is hamstringing industrial opera- 
tions. 

Principal witness was Representative 
Lyle (Democrat, Texas), author of a bill 
(HR 79) to amend the act by spelling 
out a restriction against the exercise of 
any FPC jurisdiction over the independ- 
ent producers and gatherers. A similar 
bill by Chairman Harris (HR 1758) 
and a bill from the other side of the aisle 
by Representative Dolliver (Republi- 
can, Iowa) dealt with the same subject, 
although Dolliver’s bill also would give 
the FPC the right to restrict “end use” 
of natural gas. 

Following the Easter recess, FPC wit- 
nesses were slated to be heard by the 
Harris group. An FPC majority of Com- 
missioners Olds, Draper, and Buchanan 
was expected to oppose any change 
in the present law. Chairman Smith and 
Commissioner Wimberly have indicated 
a disposition to approve limited changes. 


— told the subcommittee he did 
i. not care whether his bill or the Har- 
ris Bill got the green light, just so some- 
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thing got started. He gave reasons why 
he thinks the problem has become a 
pressing one since the U. S. Supreme 
Court decision on June 16, 1947, in the 
Interstate Natural Gas Company Case 
(69 PUR NS 1). Lyle said the present 
uncertainty stems from the fact that, de- 
spite its voluntary disinclination to regu- 
late the independent producers, this de- 
cision permits the FPC to do so any time 
it feels like it. Lyle wants an act of Con- 
gress to spell out the limitation. 

Because of the present uncertainty, he 
charged there has been considerable flar- 
ing of gas, drainage of reserves, failure 
of royalty owners to obtain benefit from 
the sale of their gas, and in some cases 
the loss by the producer of his leases, 
and a widespread slow-down of drilling 
activities to explore for new and develop 
old gas reserves. 

The reason for this, he added, is that 
a producer cannot afford the risk of be- 
ing allowed a return of 6 per cent on the 
depreciated cost of a producing well when 
it may have been preceded by several dry 
holes. 

Estimating that at least 90 per cent 
of all contracts entered into in recent 
years between independent operators and 
the pipe lines have contained escape 
clauses, Mr. Lyle declared : 


Whether such escape clauses offer 
the producer any real protection, I do 
not know. If jurisdiction actually had 
attached as a matter of law under the 
Natural Gas Act by virtue of sales by 
the producer to the interstate pipe-line 
company, I think it is likely that such 
sales cannot be discontinued without 
permission of the FPC. But I do know 
that the very inclusion of this escape 
clause in these contracts evidences the 
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great fear of the producer that Order 
139 (the commission’s policy an- 
nouncement) may be rescinded one 
day by the FPC, and I further know 
that there can be no security in this 
regard until Congress restores the 
original intention of the Natural Gas 
Act by clarifying the status of the in- 
dependent producer and gatherer mak- 
ing arm’s-length sales of his gas. 


B A. Harvey, independent producer 
e of Shreveport, Louisiana, in urg- 
ing enactment of the Lyle-Harris pro- 
posal, told the subcommittee that “It is 
most important the Federal public utility 
control of the interstate pipe lines must 
not be permitted to destroy the vitality 
and financial soundness of the producers 
of gas. The course of the FPC under its 
program of extending its jurisdiction im- 
properly into the production and gather- 
ing of gas is having this dangerous effect. 
It is inevitable that in the end not only 
will the producer suffer but that the con- 
sumer will be denied the availability of 
this highly desired fuel.” 

The producing branch of the industry, 
he said, has none of the protection of a 
public utility, and the risks involved are 
so great and so different from a public 
utility that it cannot survive and be regu- 
lated as a public utility. 

Hayden W. Head, counsel for South- 
ern Minerals Corporation of Corpus 
Christi, Texas, expressed the belief that 
the U. S. Supreme Court in the Inter- 
state Case went even further than the 
FPC had intended. Representative 
Keogh (Democrat, New York) wanted 
to know why there should be any differ- 
ent treatment of independent operators 
as distinguished from natural gas com- 
panies who did their own production. 
Head was of the opinion that Congress 
intended to exclude both but that it failed 
to confirm this intention when it did not 
follow through on the Rizley Bill, which 
the House approved but the Senate failed 
to pass in the 80th Congress, 

Head also explained to Representatives 
Heselton (Republican, Massachusetts) 
and Hale (Republican, Maine) how 
royalty owners would suffer if FPC 


would assert jurisdiction over the inde- 
pendents, and reduce the price at which 
they sold their gas to interstate lines, stat- 
ing that the royalty owner gets a per- 
centage portion of the price at which the 
gas is sold. 

Questioned by Representative Wol- 
verton (Republican, New Jersey), Mr. 
Head declared that the fears of the in- 
dependents, should the FPC ever assert 
jurisdiction over them, run not only to the 
question of price, but also to the possibil- 
ity that the commission would cause the 
independents to extend their operations, 
keep voluminous records, and submit 
various reports to the FPC (which would 
be,. he said, almost an impossibility for 
the little fellows), cause them to get ap- 
proval for any abandonments they 
thought desirable, and might prescribe 
the use which could be made of the gas 
they produced. In effect, he said, the 
independent producer would be reduced 
to the status of a utility and, he added, 
the gas production business cannot be 
conducted on a utility basis and survive. 


EPRESENTATIVE Dolliver, who testi- 
fied as the hearings opened, outlined 
the provisions of his bill and said he was 
not wedded to the language of it but 
thought it provided “a starting place for 
consideration” of what policy should 
guide the commission in administering 
the act. He said he thought his bill would 
“clarify policy” rather than “modify pol- 
icy,” adding that there appears to have 
been considerable confusion as to the area 
of FPC jurisdiction. 

His bill, among other things, proposes 
the conservation of gas for “the highest 
social benefits,” would give current users 
a prior claim to additional quantities 
which might be made available, would 
give priority to pressure maintenance as 
a use of gas, and prevent the FPC from 
having jurisdiction over independent pro- 
duction and gathering. 

Over on the Senate side, the two 
Democratic Senators from Oklahoma, 
Kerr and Thomas, have introduced a 
joint bill (S 1498) to carry out about the 
same objectives as the Lyle and Harris 
bills in the House. 
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Truman’s CV A Bill 


HILE eighteen Senators were pre- 

paring to cosponsor a bill to carry 
out the intent of President Truman’s re- 
cent message on the need for a Columbia 
Valley Administration, a lone Republi- 
can jumped the gun and got the same 
bill into the hopper ahead of the rest. He 
is Senator Cain of Washington, whose 
bill (S 1631) is the same in all respects 
as the bill later introduced by his Demo- 
cratic colleague, Senator Magnuson of 
Washington, and fifteen other “pro au- 
thority” Democratic Senators, plus two 
Republicans (S 1645). 


Quibbling though the procedure may 
seem to the outsider, this forthright 
action annoyed the administration to the 
extent of holding up reference of Cain’s 
bill to the Public Works Committee until 
after the multiple-sponsored bill had been 
referred. Even so, the usual committee 
procedure is to give consideration to the 
lowest number in case of identical bills. 
But the problem of avoiding the embar- 
rassment of having the President’s wish- 
es carried out by a Republican Senator’s 
measure is likely to prove academic any- 
how. 

The reason for this is that Senator 
Chavez (Democrat, New Mexico), chair- 
man of the Senate Public Works Com- 
mittee, and one of the cosponsors of the 
Magnuson Bill, will probably refer it to 
a subcommittee regarded as hostile to au- 
thority legislation. Chavez did the same 
thing to the earlier bill by Senator Mur- 
ray (Democrat, Montana) on 
Missouri Valley Authority, causing 
anguished complaints from such stout 
MVA advocates as the St. Louis Post- 
Dispatch that Chavez is a false friend of 
this legislation. 


VER on the Senate side, two Fair Deal 

Democratic Representatives, Mitchell 
and Jackson of Washington, introduced 
their versions of the bill (HR 4286 and 
4287) without Republican competition. 
The bill is opposed to combining the ef- 
forts of such presidential advisers as the 
administrative assistant, Charles S, Mur- 
phy, Assistant Secretary of Interior 
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Davidson, Representative Mitchell, and 
other congressional advocates. 

The bill would set up a “Columbia 
Valley Administration,” the term 
espoused by President Truman in an 
evident attempt to throw overboard any 
unpleasant connotation which might have 
developed to the use of the word “au- 
thority.” The new CVA would be a Fed- 
eral corporation of three presidentially 
appointed directors. It would consolidate 
all functions now performed by the 
Reclamation Bureau, Bonneville Admin- 
istration, Army Engineers (except har- 
bor improvement work), and allegedly 
would create no new authority not now 
exercised by such Federal agencies. 
Otherwise, the new CVA bills seem to 
shape up about the same as to policy 
and procedure as existing Federal stat- 
utes dealing with public power. Prefer- 
ence in the sale of power to public agen- 
cies and methods (other than by con- 
demnation) for the acquisition of “pri- 
vate” utility systems for resale to such 
public bodies are included in the bill’s 
provisions. The bill contains several win- 
dow-dressing devices designed to ap- 
pease “home rule” sentiment. 

Thus two of the directors would have 
to be residents of the Columbia valley 
basin, headquarters would have to be 
located there, and there is much ado in the 
bill about the CVA taking the advice of 
a “council” representing all local inter- 
ests, including business, labor, and farm 
groups. Actually, all policy-making au- 
thority would be exercised by the three 
members of the administration, who 
would be given discretion to be either as 
“local minded” or as “Washington 
minded” (to use the terms bruited about 
in such discussions) as they might see 
fit. 

Indeed, if the personnel of the pres- 
ent Reclamation Bureau and Bonneville 
Administration were to be incorporated 
as part of the new staff along with proj- 
ects, contracts, property, and budgets of 
the Federal agencies to be absorbed, the 
chances are that Secretary of Interior 
Krug and Reclamation Commissioner 
Straus would still have important per- 
suasive voices in CVA affairs, 
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Bell System Financing and Rates 


oc announcing the largest cor- 
porate financing on record, Leroy 
A, Wilson, president of the American 
Telephone and Telegraph Company, also 
told the public what his company has in 
mind with respect to further rate in- 
creases. 

At the recent stockholders’ meeting ap- 
proval was given for the issuance of 
$395,000,000 of debenture bonds con- 
vertible into common stock beginning 
September 1, 1949. The bonds are being 
offered to present stockholders ; one bond 
for each six shares of stock. 

As to rate increases in the postwar 
period, Mr. Wilson said the amount al- 
ready granted, plus the total amount for 
which applications are now pending, 
comes to less than 20 per cent of rev- 
enues, He added, however, that addi- 
tional applications for advances will be 
necessary in the future. Qualifying this 
remark he said: “But assuming no 
further rise in costs we are hopeful that 
these can be held to a minimum, and that 
in the long run the over-all increase in 
telephone rates in this postwar period will 
amount on the average to only a penny 
or so per call.” 

Summarizing the rate situation, Mr. 
Wilson said: 


Since 1946, when the first requests 
for higher rates were made by the Bell 
system companies, increases totaling 
$218,000,000 annually have been 
authorized or made effective. You will 
note that this is a great deal less than 
the increase in expense of over $380,- 
000,000 a year resulting from postwar 
wage increases alone. The companies 
have applications pending for addi- 


Exchange Calls 


And Gossip 


tional increases in rates amounting to 
about $230,000,000 annually and other 
applications will be made. This is 
necessary because we must not only 
meet the increased cost of labor and 
materials and the depreciation charges 
on the higher investment, but must also 
pay to investors a reasonable return on 
the almost doubled amount of capital 
needed to provide service. 


In order to meet expanding demand for 
telephone service, the Bell system has in- 
creased its capital from slightly more 
than four billion dollars at the end of the 
war to nearly seven billion dollars today. 
At the beginning of the period there were 
22,000,000 telephones, and now there are 
32,000,000 in service. 


* 
Woman on Board 
N° stockholders’ meeting these days is 


complete without some excitement. 
At the recent meeting of stockholders of 
the American Telephone and Telegraph 
Company this excitement was provided 
by a lady campaigning for the inclusion 
of a woman on the board of directors. 
She requested all members of the 
board present to give their views on her 
often-repeated recommendation _ that 
women be represented on the board of 
directors. Members of the board showed 
some interest in the request. How- 
ever, the tenor of most answers was that 
in the selection of a new member for the 
board the stockholders should pick a per- 
son, man or woman, best qualified for the 
job. 
Mrs. Wilma Soss was the stockholder 
who brought up the question. She is a 
founder of the two-year-old Federation 
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of Women Shareholders in American 
Business. 

AT&T President Leroy A. Wilson 
presided over the meeting, which was 
held at the general offices of the company, 
195 Broadway, New York city. 


* 


Bell System Pensions 


| peo of employee protection 
adopted by the Bell system com- 
panies thirty-six years ago have demon- 
strated their value to hundreds of thou- 
sends of telephone workers. Benefit and 
pension plans initiated in 1913 represent 
one of the most important efforts of in- 
dustry to provide help to meet numerous 
personal needs. : 

Charles J. Schaefer, Jr., of the Ameri- 
can Telephone and Telegraph Company, 
is an authority on the subject, being the 
secretary of the employees’ benefit com- 
mittee of AT&T. He explains that the 
plan is “noncontributory” — meaning 
that the entire cost is borne by the com- 
pany. 

Here are some of the facts related by 
Mr. Schaefer in an article reprinted 
from the summer (1948) issue of Bell 
Telephone Magazine: 


During the first year of the plan’s 
operation, the Bell system companies, 
including Western Electric, paid out 
$1,153,128 for all the purposes cov- 
ered by the plan. 

In the thirty-fifth year of the plan’s 
operation, 1947, the amount was $148,- 
820,000. That sum was about 8 per 
cent of the system’s payroll. 

During the thirty-five years ending 
December 31, 1947, the total paid out 
under the plan has been $1,006,755,- 
995. (Pensions disbursed and pay- 
ments to pension trust funds amounted 
to about 72 per cent of the total, the 
remainder being accounted for by pay- 
ments for sickness, accident, death, 
and disability. ) 


Mr. Schaefer explains that pensions 
should be provided in reasonable 
amounts, but not in amounts “so great 
as to make their continuance uncertain 
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nor to make the over-all cost of the pen- 
sion plan extravagant in the eyes of the 
public.” 


4 2. 1948 annual report of AT&T 
states that about $175,500,000 was 
expended by the Bell system, including 
Western Electric Corporation and Bell 
Telephone Laboratories, during that year 
for sickness, accident, and death benefits 
to employees or their dependents, for 
disability pensions, for payments into 
pension trust funds, and for Social Se- 
curity old-age benefit purposes. 

The plan is maintained by the compa- 
nies without any direct cost to employees, 
and during thirty-six years of operation 
its continuing value has “been fully dem- 
onstrated.” 

The plan is important to the business 
in maintaining its efficiency and is ad- 
vantageous to employees through the aid 
it affords in helping to meet the financial 
problems associated with sickness, acci- 
dent, and death, and in providing pension 
payments upon retirement. 

The pension trust funds of the Bell 
system companies, including Western 
Electric and Bell Telephone Labora- 
tories, amounted to $955,642,000 at the 
end of 1948. There were 12,523 men and 
7,926 women on the service pension rolls 
at the end of the year. 

Payments under the plan in 1948 to 
the pension trust funds and to about 
119,000 employees and dependents of 
employees, and payments by the com- 
panies to the Federal government for 
old-age benefit purposes under the Social 
Security Act amounted to 8.7 per cent 
of the payroll, distributed as follows: 


Pension funds 

S. S. old age 

Sickness 

Accident 

eS ee 
Disability 


$175,519,000 


Total 


Some state public regulatory commis- 
sions have shown interest in the opera- 
tion of the plan because of its relation 
to telephone company operating costs. 
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January Earnings 


HE Federal Power Commission has 
been a little slow this year in releas- 
ing the earnings figures for the month 
of January for all Class A and B elec- 
tric utilities, but the figures are now avail- 
able, with some new statistics added, The 
commission’s chart is published on page 
637, and selected figures are also shown in 
the table “Current Utility Statistics and 
Ratios,” page 640. The January figures 
are favorable, though not up to the splen- 
did showing of December. The number 
of customers (new data)* increased 
about 5 per cent in January, kilowatt-hour 
sales 7 per cent, revenues 9 per cent, net 
income 12 per cent, and the estimated bal- 
ance for common stock 12 per cent (com- 
pared with 17 per cent in December). 
January earnings were of course 
favored by greatly improved hydroelec- 
tric conditions, as well as by the warm 
winter which permitted greater use of 
natural gas for boiler fuel. Thus fuel 
costs were only 4 per cent over the 
previous year although during part of 
1948 the increases ran as high as 30-40 
per cent. On the other hand taxes showed 
a gain of 14 per cent as compared with 
less than 9 per cent in the twelve months 
ended January 3l1st. Interest on long- 
term debt, up 17 per cent, is also becom- 
ing a more important factor, reflecting 
the heavy amount of debt financing for 


*The Edison Electric Institute also pub- 
lishes similar monthly statistics on customers. 
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construction and to retire temporary 
bank loans. 


—— bulletin also contains new fig- 
ures showing total electric utility 
plant, the reserve for depreciation and 
amortization, and net electric plant. Ap- 
parently these figures are now being com- 
piled on a monthly basis and should 
prove very valuable to the industry. 
Total electric plant is now $15.6 billion, 
the reserve $3.4 billion, and net plant 
$12.2 billion. In the twelve months ended 
January 3lst, the utilities earned about 

,000,000 electric utility operating in- 
come. Taking the average plant invest- 
ment (mean of the January 31, 1948, and 
January 31, 1949, figures) and adding 5 
per cent for estimated working capital, 
we obtain a “rate base” of $12.2 billion. 
In relation to this figure operating earn- 
ings showed a “fair return” of 6.6 per 
cent for the period. 

However, some $2-$3 billion has prob- 
ably been written off the books under 
government orders, a considerable part 
of which represents funds actually placed 
in the properties by investors. This in- 
vestment would reflect larger values than 
“original cost when first constructed” be- 
cause of increased efficiency obtained 
through integrating many individual 
properties and pooling their power re- 
serves, the natural increment in land 
values, higher costs of construction, etc. 
If an estimated $2 billion is added to re- 
flect this investment picture the return 1s 
reduced to 5.7 per cent. If adjustment 
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should be made for cost of reproduction, 
it is probable that the rate base would be 
increased 50 to 100 per cent and the re- 
turn would be correspondingly lower. 
The state of Ohio recognizes cost of re- 
production as a major factor in the rate 
base while a number of other states con- 
sider it along with other factors, under 
the old Smyth v, Ames dictum of the Su- 
preme Court, 


. 
Wall Street Views 


HOMSON & McKINNoON has issued a 
6-page bulletin on Consolidated Edi- 

son. It points out that there are al- 
ready 500,000 television sets in New 
York city and that this may increase to 
1,000,000 within a reasonably short time ; 
“this added future source of revenue, 
which will probably rise steadily, should 
more than offset any decline in other 
business which might come about 
through smaller sales to industrial and 
commercial users.” The firm thinks that 
even if the electric rate reduction should 
finally be upheld by the New York courts 
the company can earn about $2 a share 
this year. (The question is due for hear- 
ing before the appellate division in May, 
although the court of appeals recently 
reversed the lower court in the matter of 
a temporary “stay” of the lower rates.) 
It estimates that this can be effected 
(despite the added burden of a wage in- 
crease) through lower operating costs 
and smaller maintenance expenditures, 
since deferred maintenance has prob- 
ably now been pretty well taken care of. 
The firm points out that at the recent 
price of 22 the stock yields 7.3 per cent 
and is selling at a large discount from 
the book value of $40.93. (The latter 
figure, of course, does not recognize the 
possibility that book adjustments desired 
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Recent 

Price 
$6 Preferred .......... 91 
$5 Preferred .......... 77 
Common Stock ....... 10 


by the public service commission might 
eventually be made.) It also considers 
the proposed acquisition of Long Island 
Lighting as a favorable factor. If the 
electric rate cut is rejected by the courts 
it foresees earnings of as much as 
$2.75 to $3 a share, and possibly a $2 
dividend. 


| peo Boston has again published its 
annual tabulation of 78 electric utility 
operating company common stocks, 
showing various statistical data and 
ratios. It is interesting to compare the 
various ratios such as “dividend as per 
cent of earnings” and “common equity” 
and to speculate as to their effect on 
yields. Where the common equity is 
high as with such companies as Boston 
Edison, Cleveland Electric Illuminating, 
Commonwealth Edison, Detroit Edison, 
and the Connecticut utilities, yields are 
apt to be lower than average. However, 
where the dividend pay-out is very high 
as in the case of Boston Edison, this is 
apt to make for a higher yield. 

Goldman, Sachs & Co. has issued a 
lengthy analysis of North American 
Company in which it arrives at a 
break-up value of $24 a share. Union 
Electric of Missouri, which makes up 
nearly two-thirds of this value, is ap- 
praised at 114 times estimated 1949 earn- 
ings. Herzfeld & Stern also has pre- 
pared a 2-page study on North Amer- 
ican in which it estimates break-up 
value at $22.42; Union Electric and Mis- 
souri Power & Light (the latter is to be 
donated to Union Electric) are valued 
on a combined basis at $14 per share of 
North American stock. Estimates are 
based on 1948 earnings. 

H. Hentz & Co. has analyzed Amer- 
ican Power & Light and arrived at the 
following values : 


Possible Price Range 


74-8 Per Cent 7 Per Cent 
Yield Yield 
(Unseasoned) (Seasoned) 
983-1043 112 
812- 874 934 
112- 12 123 
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The firm: concludes that “there is only 
a limited percentage appreciation in 
prospect . . . particularly for the two 
classes of preferred. . . . However the 
plan appears very likely to go thtough 
in rather rapid order and some degree 
of appreciation is strongly indicated over 
a period of time.” 


AWRENCE C. Cooper of Argus Re- 
| search Corporation has prepared 
memoranda on New York State Electric 
& Gas, Wisconsin Electric Power, De- 
troit Edison, and a 7-page story on the 
natural gas industry, including brief 
comment on a number of companies. 
With New York State Electric & Gas 
then quoted at 44, he considered it an “at- 
tractive replacement” for several other 
issues, and estimated that earnings might 
rise to as high as $5 a share in 1950-51. 
He also gave a favorable report on Wis- 
consin Electric Power based on antici- 
pated earnings of $1.60 on the new shares 
in 1949, and higher profits over a longer 
term. 

The review of Detroit Edison points 
out that the company is installing 200,000 
kilowatts in 1949 and 200,000 in 1951. 
Peak demands have increased nearly 
400,000 kilowatts since 1943 compared 
to an increase in capacity of only 75,000 
kilowatts. Expenditures for construction 
may exceed $150,000,000 during 1949- 
52, including about $50,000,000 in 1949. 
Of the total amount one-half can be 
provided internally, including cash on 
hand; the remaining $75,000,000 can 
probably be taken care of through debt 
financing, which would leave the debt 
ratio around 50 per cent. If no debenture 
3s are converted, the equity ratio would 
be around 41 per cent by the end of 1951, 
but if there is full conversion then com- 
mon stock and surplus would be 51 per 
cent. While stock financing may be 
avoided, the company has obtained stock- 
holder approval to increase its authorized 
shares from 10,000,000 to 15,000,000. It 
is possible that additional convertible 
debentures might be issued instead of 
common, since the company had success- 
ful experience with this kind of financing 
both currently and in the twenties. 


Even with more shares outstanding, 
earnings are expected to support them. 
Last year’s rate of return was only 4.3 
per cent (before rate increases were 
granted) and 5.25 per cent after the in- 
creases. Success of any appeal to the 
courts against the new rates is considered 
doubtful. While no increase in the reg- 
ular $1.20 dividend rate is expected de- 
spite higher earnings, the yield might be 
improved by extras or rights (if con- 
vertible debentures or common are sold). 


r a general view of the utility picture 
Argus Research states: 


A rise of 25 per cent or more of in- 
dustry earnings for the common is pos- 
sible during the next few years, which 
should more than offset the dilution 
from the sale of additional common 
shares. The electric utility industry is 
now entering a period, for the first 
time in many years, during which 
earnings can increase considerably 
(without aid of such outside factors 
as declining money rates) and still 
represent a reasonable rate of return. 
Altogether, we believe the long-term 
earnings outlook for utilities is the 
best for many years and that, if a reces- 
sion similar to 1938 should develop 
reasonably soon, it would only serve 
to defer for a year or so the above- 
mentioned upward earnings trend, The 
text of recent commission decisions in 
Michigan and Maryland reveals rec- 
ognition of the need for adequate 
earnings to attract new capital, includ- 
ing common stock. 


Josephthal & Co. has issued an analysis 
of Interstate Power Company. It con- 
siders that, while the stock cannot be 
given a high investment rating because 
of its heavy debt and large expansion re- 
quirements, these factors were quite 
fully discounted at the recent price of 7}. 
An increase of earnings to $1 a share is 
forecast, and the liberal yield of 8 per 
cent and the long-term appreciation pos- 
sibilities (which may be realized as the 
present expansion program progresses 
and economic conditions in the territory 


639 , MAY 12, 1949 








PUBLIC UTILITIES FORTNIGHTLY 


improve) are mentioned as favorable American Gas & Electric having com- : 
factors. pleted the distribution of its holdings. te 
Andrew J. Heldrich of Reynolds & The study points out that the company C 
Co. has issued a 4-page story on Atlantic serves an unusually well-balanced terri- . 
City Electric. The stock of the company _ tory, including resort area along the coast h 
is now entirely in the hands of the public, line, a farm and food processing area in . 
@ g 
r 
CURRENT UTILITY STATISTICS AND RATIOS f 
Amount Per Cent Increase n 
Latest Latest Latest Latest 1! 
Unit Used Month 12 Mos. Month 12 Mos. t 
Operating Statistics (February) 2 
Output KWH—Total ............ Bill. KWH 23.0 285.0 4% 9% t 
Hydro generated ............... " 7.3 — 15 = ; 
Fuel generated ................- K 15.7 —~ — _ 
EES ee Mill. KW 57.3 —_ _ _ . 
Customers, number of ............ Mill. 41.0 — 6 -- 1 
og! eee Mill. tons 74 — 8 — 
PN Re Mill. MCF 30.7 —_ 9 -- 
ca eicidac chs ve ices Mill. bbls. 47 - 16 _ ( 
CN, ace nd hated cw tas Mill. tons 26.6 — 58 m ) 
Sales, Revenues, and Rates (January) | 
KWH Sales—Residential ......... Bill. KWH 4.3 40 12% 14% | 
Commercial ........ " 3.0 34 12 
Ferrer 9.1 107 6 9 
OE, WE, ME oa vice ve cseées : 22.7 253 7 9 
Revenues—Residential ............ Mill. $ 2 ize 11 12 
Commsercial .......2000% . 87 9 9 12 
NE hlinls. 5-60-05. e awe P 104 = 11,206 10 12 
Total, incl. misc. sales .......... *: 377 4,138 9 12 
Revenues and Income (January) 
Elec, Rev., incl. misc. rev. ........ Mill. $ 381 4,197 9% 12% 
RE eer - 10 119 6 
Expenditures (January) 
da phan «era Reuse deetia ' 69 777 4% 27% 
| ge a eT ar ee " 69 816 9 ll 
Ss IND cis ns oso sees owes ‘ 62 741 7 15 
IMR, (50 Giore ids a dorccidiey oo. nue gi 31 358 6 7 
NE Siads wath Oeste shad ° 71 709 14 vc) 
ies ta eased akc ca ee unin “4 19 214 11 12 
Amortization, etc, ........ evaaeee - 2 28 D25 D43 
Earnings and Dividends (January) 
wns cadeL nes ccs webs . 67 672 12% 5% 
Preferred Div. (est.) ............. . 8 98 4 2 
Bal. for Common Stock (est.) ..... m 59 574 12 6 
Common Dividends (est.) ......... . 36 393 2 4 
Balance to Surplus (est.) ......... “ 23 181 37 12 
Utility Financing (March)* 
RED ob di i dhe ita yas ivaxdenbsan “ 350 — D48% 
PE Ui psceclginieecd kad seuss s 7 72 — 90 ~ 
BEE chicouieerereMversaaatiseuis - 422 _— D40 _— 
Life Insurance Investments (January Ist-A pril 25th) 
EO RS ee pre ee 7m _ 199 — D45% 
OS OND ae ” — 4 — D46 
(| RU ore z -- 203 -- D45 
Per Cent of All Investments .... " —_ 13% — D31 





D—Decrease. *Data for all utilities (electric, gas, telephone, etc.), including refunding issues. 
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the center, and an industrial section along 
the Delaware river. Major industrial cus- 
tomers are DuPont, Owens-Illinois 
Glass, and Anchor Hocking Glass, The 
company is one of a relatively few which 
has a satisfactory margin of reserve gen- 
erating capacity. Dividend pay-out is 
generous (about 83 per cent). Capital 
ratios approximate 53 per cent debt, 14 
per cent preferred, and 33 per cent com- 
mon (with plant account on an orig- 
inal cost basis). Ag the 1949 construc- 
tion program is small, requiring only 
about $1,500,000 of new money, this can 
be raised through senior financing if de- 
sired. The company’s accounting policy 
is conservative (reflecting former Amer- 
ican G&E management). 


oopBopy devoted most of its month- 
ly market letter cf March 29th 
to utilities, under the heading “Peak 
Plant Additions Improve 1949 Elec- 
tric Utility Outlook”; following is a 
digest of the story, which was written by 
Theron W. Locke. The electric com- 
panies expect to add more new plant and 
equipment this year than the total addi- 
tions since VJ-Day—6,800,000 kilowatts. 
The largest benefit to earnings may be 
shown this year, since new equipment 
should replace the oldest and least effi- 
cient plant. 

At the end of 1948 about 1.25 pounds 
of coal were being consumed to produce 
one kilowatt hour, compared with 1.90 
pounds in 1926, 1.40 pounds in 1935, and 
1.31 in 1947. By 1951 the figure may be 
down to 1 pound. Since fue] expendi- 
tures in 1948 exceeded net income, a sav- 
ing of 20 per cent from greater efficiency, 
plus additional savings as fuel costs de- 
cline, could improve net income very 
materially. 

Wages are also being reduced, Mr. 
Locke points out, since new utility plants 
require about only half as many men to 
operate as do plants twenty years old. 
One plant which is increasing its ca- 
pacity 50 per cent expects to increase its 
labor force only 15 per cent. Total wages 
last year were $809,000,000, so that 
changes in unit labor costs can prove 
important. 


641 


The electric utilities do not expect to 
go back to a 25-30 per cent reserve ca- 
pacity, but think that with the present 
degree of interconnection 10-15 per cent 
should prove adequate. This would mean 
that relatively less investment per kilo- 
watt hour would be required than in pre- 
war years. 

Fuel costs rose 31 per cent in 1948 on 
top of a 41 per cent gain in 1947; the 
rise in labor costs was more reasonable 
—17 per cent and 11 per cent, respec- 
tively. Wage costs are expected to be- 
come stabilized this year. The decline in 
the price of fuel oil has been sharper than 
for coal, but recently one of the big soft 
coal producers cut prices 15 cents to 40 
cents a ton and it is expected that other 
companies may follow; moreover the 
quality of coal has improved. Oil is now 
again cheaper than coal, and furnaces are 
being equipped to burn either fuel. 


EGARDING rates, over 60 electric utili- 
ties requested rate increases last 
year, most of which were granted in 
whole or part. As other companies real- 
ize that they are not earning an adequate 
return on their rapidly increasing capital, 
additional applications will have to be 
made. Regulatory bodies have proved 
generally codperative. The average resi- 
dential rate dropped steadily from 7 cents 
per kilowatt hour in 1926 to 3 cents in 
1948, but industrial users are now paying 
a little more than in 1947-8, 

Rate increases are not expected to 
have any retarding effect on the con- 
tinued growth of sales which should in- 
crease materially. Electricity is the 
cheapest item in the household budget. 
The present reversal in the downward 
trend of residential rates might last two 
or three years, but once the construction 
program through 1951 is completed the 
utilities might again resume their policy 
of reducing rates, Mr. Locke thinks, 

About half of present capacity is re- 
ported to be twenty years old or older, 
and is relatively inefficient; until ca- 
pacity is increased about 50 per cent in 
1951 (over 1946) full savings from the 
use of new equipment will not be real- 
ized. 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, 
AND WATER COMPANIES 
4/20/49 Indicated Share Earnings % 
Price Dividend Approx. 12 Mos. CurrentPrevious In P-E 
About Rate Yield Ended Period Period crease i 
Telephone Companies 
Bell System 
Amer. Tel. & Tel. $9.00 6.3% Feb. $9.45 $7.69 23 
Cinn, & Sub. Bell Tel. . 6.6 Dec.’48 a 3.85 D5 
Mountain States T. & T. .. 6.00 6.0 Dec. 8.31 2.95 182 
New England Tel. ........ 81 5.00 6.2 Dec. 459 4.26 8 
Pacific Tel, & Tel. 5 5. 6.3 Feb. 6.07 2.78 118 
So. New England Tel. .... 122 / 4. 49 Dec. 8.86 3.76 136 


Averages 

Independents 
C Associated Tel. / _ — 
S General Telephone 25 , 3.0%  Dec.’48 $2.39 . 
C Peninsular Tel. A § Dec. 5.66 5.25 
O Rochester Telephone , 2. Dec. 80 


~ 
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Transit Companies 


O Baltimore Transit 

O Capital Transit 

O Chic. S.8.&5S 

O Cincinnati St. Ry. 

O Dallas Ry. & Term. ....... 
© See Se EPOR. ......... 
OO Ramee Cap F..5. 2.6000 
O Los Angeles Transit 

S_ National City Lines 

O Phila. Transit 

O Rochester Transit 

O St. Louis Pub. Ser. A 

O Syracuse Transit 

S_ Third Ave. Transit 

S Twin City Rapid Tr. ...... 
O United Transit 


Dec. "48 $1.63 $D. 38 
Dec. . 1.38 
I dec. f 

Dec. 

Dec. 


Dec. 
Dec. 
Dec. 


Dec.’48 
Dec. 


Dec. 
Dec. 
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Averages 


Water Companies 
Holding Companies 

S Amer. Water Works 5% Dec. §$ 88 

O N. Y. Water Service d s Dec. 4.54 

O Northeastern Water 12 -~ Sept. 34 
Operating Companies 

O Calif. Water Service 

O Elizabethtown Water 

S Hackensack Water 

O Indianapolis Water 

O Middlesex Water 

O New Haven Water 

O Ohio Water Serv. 

O Phila. & Sub. Water 

O Plainfield Union Water ... 

O San Jose Water 

O Scranton-Spring Brook ... 

O Stamford Water 

O West Va. Water Serv. 


| 


<) 
ak 


Dec. $2.48 
Dec. 6.89 
Dec. 2.79 
Dec. 1.42 
Dec. 4.94 
Dec. 3.61 
Dec. 2.29 
Dec. 3.01 
Dec. 5.02 
Feb. 2.71 
Sept. 87 
Dec. 2.21 
Dec. 1.39 
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Averages 5.8% 


D—Deficit. E—Estimated. C—Curb Exchange. O—Over-counter or out-of-town exchange. 
S—New York Stock Exchange. 
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Amount 
Date. Mill. 
2/3 $10 
2/3 5 
2/16 40 
2/17 6 
yl ~ ae 
2/25 7.5 
3/2 10 
3/2 2 
39 4 
3/10 10 
i, = 
3/23 10 
3/24 3 
3/30 10 
413 2 
4/13 10 
3/16 20 
3/24 35 
4/5 10 
4/13 25 
4/13 50 
2/16 2 
3/10 5 
3/16 1 
3/23 10 
3/0 1 
4/7 2 
4/7 2 
4/13, 10 
2/7 8 
2/16 8 
2/23 3 
2/25 19 
2/28 4 
3/1 5 
3/10 36 
3/11 3a 
3/14 16 
3/22 4 
3/23 63 
3/30 1 
4/6 16b 
4/7 2 
4/7 1 
4/12 17 





PRINCIPAL PUBLIC OFFERINGS OF UTILITY SECURITIES 
FEBRUARY 1, 1949, TO APRIL 24, 1949 


Description 
Mortgage Bonds 
Kentucky Util. Ist 34s 1979 ...... 
Union Lt., Heat & Pr. 1st 3s 1979 
Duke Power Ist Ref. 2$s 1979 .... 
Monongahela Pr. Ist 34s 1979 .. 
Calif. Elec. Pr. lst 3s 1978 ....... 
Rockland Lt. & Pr. Ist 34s 1978 .. 
North. Sts. Pr. (Wis.) 1st 3s 1979 
Worcester Gas Lt. Ist 34s 1969... 
Minnesota Pr. & Lt. Ist 34s 1979 .. 
West Penn Pr. Ist 23s 1979 ...... 
Cen. Maine Pr. Ist & Gen. 3s 1979 
Wis. Elec. Pr. 1st 2%s 1979 ...... 
Gulf Power Ist 3s 1979 ......... 
Dallas Pr. & Lt. 1st 2%s 1979 .... 
8.43 3. eee 
Ohio Pub. Ser. Ist 3s 1979 ...... 


Debentures 
Columbia Gas System Deb. 3s 1974 
New Eng. Tel. & Tel. Deb. 3s 1974 
General Tel. Deb. S. F. 4s 1964 ... 
Bell Tel. of Pa. Deb. 3s 1974 .... 
Commonw’h Ed. S. F. Deb, 3s 1999 


Preferred Stocks 


Calif. El. Pr. 5.60% Conv. Pref. . 
West Penn Pr. 4.10% Preferred .. 
Interstate Tel. $5.50 Pfd. ........ 
a ei SR 8 eee 
Calif. Pac. Util. 54% Conv. Pfd. 
Assoc. Tel. Ltd. 5% Pfd......... 
Cent. Hudson G. & E. 4.75% Pfd. 
ew: 1. Taree 


Common Stocks 


po 8 & ee eee 
Conn. L. & P. 
Southwestern Pub. Ser, ......... 
" | Saar 
ee A ee eee 
Central Maine Power ........... 
Bi, ae ME Kdaep caecwcns 
Northern States Power ......... 
eS SS Serre 
Wisconsin Elec. Power .......... 
aS SSS eer 
West Coast Tel. 
Se I ndoe cock eega6es 
Mountain States Power ......... 
po ee SD eee 
Mississippi River Fuel .......... 


Price to 
Company 


100.89 
101.69 
100.80 
102.14 


BASoSEGROSN 
wn 
Oo 


ASARBABSE 
eseresseusesass 


~~ 
~v 
~ 


Price to 
Public 


101.54 
102.39 
101.31 
102.46 
100.00 
102.25 
102.75 


Gross 
Spread 


Po £o9 bat at dt at 
BIRSERSSS 


Syndicate 
Manager 


Kidder, Peabody 
Halsey, Stuart 
Halsey, Stuart 
Equitable Sec. 
Halsey, Stuart 
Halsey, Stuart 
Halsey, Stuart 
Halsey, Stuart 
Shields & Company 
Halsey, Stuart 
Salomon Bros. 
First Boston 
Halsey, Stuart 
Kidder, Peabody 
Otis & Co, 
Equitable Sec. 


Morgan Stanley 
Halsey, Stuart 
Paine, Webber 
Kuhn, Loeb 
First Boston 


William R. Staats 
Lehman Bros. 
Paine, Webber 
Blyth & Co. 

First California 
Paine, Webber 
Kidder, Peabody 
Merrill Lynch 


i 

e 
Dillon, Read 

d 


Blyth & Co. 
Harriman Ripley 


Merrill Lynch 
c 
g 


g 
Blyth & Co. 
Blyth & Co. 
Merrill Lynch 
Blyth & Co. 

J 


*Approximate; the parent, New England Public Service, waived its rights to subscribe to 
219,196 shares. a—Represents Standard Gas & Electric’s holdings. 
company and 638,160 by Cities Service Company. c—Offering to stockholders 1 for 5. d—Rights 
1 for 10. e—Rights 1 for 8; rights also issued for convertible debenture 3s due 1959 (included 
in total). f—70,081 shares of 232,520 shares subscribed, balance sold by Blyth & Co. at $18.63. 
g—Rights 1 for 10. h—Rights 1 for 11, underwritten. i—Rights 1 for 5 (sold by United Light 
& Railways). j—Rights 1 for 2; underwritten. k—Rights 1 for 10 by General Public Utilities. 
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oe slight confusion has come about 
in recent months as the result of the 
appearance of various similar congres- 
sional reports on the Federal govern- 
ment’s power policies. Difficulty in keep- 
ing the reports straight stems from the 
fact that they have been released under 
the same signature, Robert E. Lee, under 
whose supervision the reports were pre- 
pared, came to the staff of the U. S. 
House of Representatives Appropria- 
tions Committee on loan from the Fed- 
eral Bureau of Investigation. Lee was 
named to the committee’s staff by Chair- 
man Cannon (Democrat, Missouri) in 
1944, during the 79th Congress. He is 
better known for his work as chief of the 
Appropriations Committee’s investiga- 
tive staff in the 80th Congress, during 
which most of the materia] was gathered 
and compiled, Lee is still with the Ap- 
propriations group as an aide to Repre- 
sentative Taber (Republican, New 
York), now the ranking minority mem- 
ber. The following is a list and descrip- 
tion of the reports which came out of the 
committee during Representative Taber’s 
chairmanship, to which occasional ref- 
erences have been made in the daily press 
and periodicals: 


“Roberts Report” 

Over-all Federal Power Policy Stud 
prepared by A. B. Roberts and W. H. 
Sigersen, after eight to nine months of 
study, Technical in nature it is 127 pages 
’ in length. Briefed to 14 points and placed 
in the Congressional Record on February 
3, 1949, by Representative George A. 
Dondero (Republican, Michigan), 


“Sigersen Report” 
Accounting Study of Reclamation Bu- 
reau, Bonneville Power Administration, 
and Southwestern Power Administration 
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What Others Think 


Roundup on Federal Power 
Policy Critiques 








fiscal policies, prepared by W. H. Siger- 
sen, Brief report of 18 pages, Released 
when Interior Appropriations Bill, 1949, 
passed House May 27, 1948. 


“Lee Report” 


The Political and Financial Activities 
of the Bonneville Power Administration, 
prepared by R. E, Lee during the fall of 
1948, Read into the Congressional Rec- 
ord of April 13, 1949, by Representative 
Jensen (Republican, Iowa). (About 10 


pages fine type.) 


The Roberis Report 


N the closing day of the 80th Con- 

gress, there was transmitted from the 
Committee on Appropriations, to Repre- 
sentative Dondero, as chairman of the 
Committee on Public Works, a report en- 
titled “Federal Power Policy Study.” A. 
B. Roberts, a consulting engineer, of 
Cleveland, Ohio, directed the study and 
W. H. Sigersen, CPA, assisted in the ac- 
counting phases of the study. Both of 
these men are outstanding authorities in 
their respective fields. 

The report consists of 130 pages of 
highly informative data on electric power. 
It is, of necessity, technical in nature, but 
may be summarized in brief, as follows: 


(1) The Federal government should 
coOperate with its citizens in the de- 
velopment of hydroelectric power, ir- 
rigation, and water-supply projects, 
and avoid competition with existing 
adequate facilities, 

(2) The area of competition be- 
tween federally owned power and citi- 
zen-owned power companies usually 
begins at the bus bar of Federal proj- 
ects. In many multipurpose projects 
this competition does not include con- 
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struction and operation of the dams 
themselves. The Federal construction 
of transmission lines to power markets 
frequently duplicates and tends to 
threaten existing and prospective pri- 
vate investments which do and could 
further serve the public adequately 
and as full taxpayers. 

(3) Federal construction of trans- 
mission lines from dams on streams 
of erratic flow is particularly waste- 
ful, unnecessary, and destructively 
competitive. Such projects require 
large storage reservoirs to equalize or 
regulate the flow. For many such proj- 
ects the dam height and storage space 
are necessarily limited by the terrain, 
with the result that the full name-plate 
rating of the generators can be avail- 
able only a few hours per day, with 
remaining hours reserved for storage 
of water. This kind of power is of 
highest value only for absorption into 
integrated near-by systems during pe- 
riods of daily peak demand. In such 
cases Federal investment in transmis- 
sion lines not only is competitive with 
private investment but wasteful of 
Federal funds. 

(4) In general, Federal power is not 
cheap but is made to appear so by 
allocating substantial portions of the 
investment and annual expenses to 
features other than power. For ex- 
ample, a reéxamination of the alloca- 
tion of TVA’s investment in flood 
control, navigation, and power is now 
under way by the Federal Power Com- 
mission and the Corps of Engineers, 
which may substantially increase the 
capital base upon which TVA’s rates 
are presently fixed. An adjustment of 
all Federal power rates is indicated. 

(5) There should be full public dis- 
closure of the subsidies involved at the 
projects now in operation and those 
proposed. 

(6) Present conflicting procedures 
should be standardized = fully de- 
veloped for: 

a. The determination of economic 
feasibility, 

b. Accounting and rate making, 

(7) Consideration should be given 
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to the treatment of Federal hydroelec- 
tric project in the same manner as for 
a licensee under the Federal Power 
Act. The standards of the Federal 
Power Act, if observed and applied 
in determining the economic feasibility 
of projects which include power, would 
make some radical changes in the in- 
vestment allocations heretofore adopt- 
ed. 

(8) Studies should be made by com- 
petent authorities on the economic 
justification of all projects, whether 
completed, under construction, author- 
ized, or proposed, with a view to de- 
termining the effect of present price 
levels, rising costs, and changed eco- 
nomics of the nation on the ability of 
such projects to repay funds advanced 
by the United States Treasury within 
a 50-year period, with interest. Those 
completed should be reviewed to ascer- 
tain if actual economic results obtained 
justify the actual investment and to 
determine whether any changes in 
practices need be made. 

(9) Rates for power should be suffi- 
cient to meet all operation and main- 
tenance expense, adequate provision 
for depreciation, payments in lieu of 
local, state, and Federal taxes, full in- 
terest on the Federal investment in 
power, together with provision for re- 
payment of such investment within a 
50-year period on a straight-line basis. 
Federal investment in power should 
include interest during construction. 

(10 The rights of states and their 
public utility commissions should be 
recognized at all times. 

(11) Asa rule, the better hydroelec- 
tric sites of the United States already 
have been developed, and the remain- 
ing sites have been preémpted by Fed- 
eral government planning for later 
development. As the less attractive 
hydroelectric sites are constructed, they 
will tend to show an increase in cost 
and a diminishment of economic feasi- 
bility. The total cost of projects now 
proposed for power, flood control, 
navigation, and irrigation will exceed 
$40 billion. 

(12) The Southwestern Power Ad- 
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ministration serves no useful purpose 
and should be liquidated. 

(13) At present the Bureau of 
Reclamation includes in electric rates 
an annual interest component of 3 per 
cent of the investment allocated to 
power which is later applied as a re- 
duction of the investment chargeable 
to irrigation. This practice should be 
stopped and the interest component 
returned to the Treasury of the United 
States. 

(14) Soil conservation methods 
should be vigorously extended to pro- 
vide substantia] flood prevention and 
reduce the need of large, costly, and 
numerous downstream reservoirs to be 
used for flood control. 


ernie facts, touched upon in this 
report, which deserve underscoring, 
are: 

Western power projects’ electric rates 
would have to be raised about 200 per 
cent to enable the government to defray 
their cost. Federal power revenues in 
1946 amounted to $71,280,000 but should 
have been $147,010,000 if all Federal 
hydroelectric projects were to meet all 
true costs. 

Should 


Have 


Projects Collected Collected 


Bonneville Power 
Administration .. $18,070,000 $36,493,000 


Reclamation Bu- 
16,846,000 20,280,000 


reau Projects ... 
Southwestern Pow- 
er Administration 1,456,000 8,225,000 

Government power projects paid noth- 
ing in lieu of Federal taxes, while citizen- 
owned and -operated utilities paid 11.4 
per cent of their revenues into the U. S. 
Treasury. The government-owned proj- 
ects made relatively small payments into 
state and local coffers. 

Federal projects make little or no de- 
preciation charges, small interest pay- 
ments, only a nominal repayment of 
principal to the government, and fail to 
show all operating and maintenance 
charges. 

Taxpayers throughout the country are 
being obliged to foot the bill for these 
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projects (without personal benefit) and 
pay their own power bills, as well. 

About 460 projects are under con- 
struction by government agencies, or are 
on the drawing boards. These would add 
14,000,000 kilowatts of hydro power 
generating capacity at an average cost of 
$850 per kilowatt (at January, 1948, cost 
levels). The report states that costs above 
$300 per kilowatt capacity are out of line 
competitively with steam plants. 

Total project list will cost about $12 
billion. Another $4 billion would be spent 
for accompanying multipurpose develop- 
ment. One billion more would be used to 
extend transmission lines. In some cases 
these lines would go into areas where 
they would in effect duplicate existing 
public utility company lines. The grand 
total of about $17 billion compares un- 
favorably (from a policy standpoint) 
with the total value of existing privately 
owned utility properties ($16 billion). 


The Sigersen Report 


ges Sigersen report on the account- 
ing practices of the Reclamation 
Bureau, Bonneville Power Administra- 
tion, and Southwestern Power Admin- 
istration was highly critical of Reclama- 
tion’s practices. It recommended to the 
bureau’s Washington office that it com- 
pletely overhaul its accounting methods 
with the aid of General Accounting Office 
staff experts. It asked the bureau to “con- 
struct, in collaboration with the GAO, 
Treasury, and regional units, a complete 
description code, and issue (it) to all 
field offices.” “Such codes,” the report 
stated, “have been known to reduce rec- 
ord work as much as 50 per cent.” The 
bureau was asked to eliminate, consoli- 
date, and simplify its report forms, espe- 
cially those covering costs, 

Similar recommendations were made 
to the bureau’s regional offices. The re- 
port singled out the bureau’s Region II 
office at Sacramento, California, and de- 
scribed its accounting methods and pro- 
cedures as “poor and chaotic.” It stated, 
“the regional office accounting organiza- 
tion gives evidence of having been com- 
pletely neglected by regional top man- 
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agement.” The regional director is R. L. 
Boke, who has been under fire in both 
the 80th and 81st Congresses for irregu- 
larities and lack of qualifications for his 
post, which includes supervision of the 
huge Central Valley project. 

On Bonneville’s accounting practices, 
the report said: 


The accounting system is the best 
the investigator has so far observed 
in the government. Recommendations: 
None. 


On Southwestern Power Administra- 
tion’s accounting system the report had 
the following to say: 

The accounting system is patterned 
after the one at Bonneville Power Ad- 
ministration, While the volume of 


operations and, consequently, account- 
ing transactions are smaller than at 
Bonneville, and do not justify mecha- 
nization, the system is complete, com- 
prehensive, and smoothly running. 
Recommendations: None. 


Both Roberts and Sigersen advised 
the Hoover Commission on Organization 
of the Executive Branch of the Govern- 
ment. In this manner certain portions of 
the Roberts-Sigersen reports or similar 
data were considered in preparation of 
the task force reports. 


The Lee Report 
S.. Ben F. Jensen (Re- 
publican, Iowa) has read into the 
Congressional Record the full context of 
the Lee report. Lee has made an investi- 
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gation of the political and financial activi- 
ties of the BPA. Jensen states that Lee’s 
report is an objective appraisal of certain 
BPA activities which should be given full 
and serious attention. 

The Lee report contains a letter from 
Dr. Paul Raver, BPA Administrator, to 
Assistant Secretary of Interior Davidson, 
in which (Jensen stated) Raver admits 
by implication violation of his own oath 
of office under § 9(a) of the Hatch Act 
drawing in, also by implication, the as- 
sistant secretary. The letter speaks of 
“revitalizing the public power movement 
in the Northwest” as one of the programs 
on which “strenuous work” has been 
done. 

Jensen quotes Raver’s letter (dated 
July 15, 1946) as follows: 


. . » I have been working on the first 
step of our public power program to- 
day in Seattle. This program involves 
pulling together all of the public power 
forces of the region around an agreed 
program of public ownership and pub- 
lic acquisition of private utility com- 
pany properties. As discussed . . . it 
involves fitting municipal ownership 
program with REA development in the 
rural areas into an existing PUD plan 
and enlisting the support of the PUD’s 
in carrying it out. 


N the basis of the information con- 

tained in this letter, Jensen has 
requested an investigation and public 
hearing involving all of the personalities 
mentioned : Ex-Governor Wallgren, Nick 
Bez (union figure), Guy C. Myers, Dr. 
Raver, and BPA, Grange, and PUD em- 
ployees on the proviso that they all be 
placed under oath. 

The Lee report states further: 


... Aspot-check examination was con- 
ducted of the Bonneville Power Ad- 
ministration . . . with particular refer- 
ence . . . as to whether or not the 


administration was pursuing a reason- 
able course in behalf of the promotion 
of Federal power. 

We find that the aggressiveness on 
the part of that administration in be- 
half of Federal .power is closer to a 
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crusade than to an administration and 
leaves implications that all free enter- 
prise advocates might well cogitate 
upon, If the elimination of the so-called 
free enterprise (system) in this field 
is not the policy of Congress, a solu- 
tion must necessarily be found in one 
of two alternatives : 


(1) Amendments to existing legis- 
lation, both Federal and state, or 
(2) A courageous, clear-cut, Fed- 
eral power policy, 
Obviously it is the choice of the peo- 
ple as to what their desires are in this 
regard. 


The Lee report states that certain un- 
avoidable fundamental questions arise 
which it records merely to illustrate the 
complexity of the problem without sug- 
gesting any course of action. These are 
as follows: 


(1) Is it proper for the Federal gov- 
ernment to socialize any industry ? 

(2) Where should the responsibility 
of the Federal government end, with 
respect to flood control, navigation, ir- 
rigation, and power expansion? 


When the Lee investigators questioned 
Dr. Raver about some of the material 
obtained from Bonneville files it is said 
he indicated quite frankly that he was in 
favor of Federal control of power in the 
Northwest and felt that such control was 
inevitable. The report states : 


... He considered the Bonneville Proj- 
ect Act more social in nature than even 
the Tennessee Valley Authority Act. 


HE Lee investigators’ findings— 

letters, documents, orders, etc.— 
seem to establish a connection, long sus- 
pected, between every public power 
agency, whether Federal, state, or city, 
and cooperative associations and persons 
publicly associated with the Cocialist 
party, Lee cites the fact that in Septem- 
ber, 1946, a “Mr. Olsen” was placed in 
charge of a Bonneville Power Adminis- 
tration booth at the Oregon State Fair. 
Selected quotations from personal notes 
left behind by Olsen are reproduced here: 
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I perform the following duties in ac- 
cordance with provisions and limita- 
tions set up by administrative Order 
No, 33: 

(1) Explain why it is necessary for 
building of more dams. . .. 

(5) Convincing people that public 
distribution of power is their 
inherent right, 

(6) Preparing materia] to use in 
ads, pamphlets, and public 
relations work, 

(7) Speaking at meetings and fairs 
and answering questions about 
the public ownership of utili- 
ties. This involves much study 
and thought as to most effec- 
tive method of presentation of 


the facts. 
(8) Combatting private power 
company propaganda. 


(9) Working with organizations 
—Grange, labor groups, farm- 
ers’ union, old-age pensions, 
POL, etc. (POL is assumed to 
be an abbreviation for Public 
Ownership League.) .. . 

(11) Selling public power, 

) 


(12) Selling idea- that Columbia 
river power is nature’s greatest 
gift to the people. 

(13) Selling idea— it’s theirs by 
prior right. 


(14) Development operations re- 
quire study of public power 
throughout the entire nation 
because NW public power de- 
velopment is a part of a na- 
tion-wide program. Therefore, 
it is necessary for us to know 
about TVA, Boulder (dam), 
Santee-Cooper, Nebraska, etc. 
—when one is attacked, all are 
attacked. Necessity for a uni- 
fied national program. 


Perhaps this compactly written de- 
scription of a Bonneville employee’s 
conception of his job is the crowning 
discovery of the Lee investigators. It is 
a gem which gives the reader a glimpse 
of the daily application of policies which, 
the man evidently had been told by his 
superiors, were vital. This and other 
contributions to knowledge of the covert 
intentions of public power promoters (as 
contained in the Lee report) are well 
worth reading in their full context. 


Bion Roberts, Sigersen, and Lee re- 
ports have been read into Senate and 
House hearings either in whole or in part. 
They are currently being cited by con- 
gressional leaders in an effort to check 
the drive for public power legislation. 
—F, J. T., yr. 





Corrosion Losses 


HE American Gas Association esti- 

mates that annual losses to the gas 
industry from the effects of corrosion run 
as high as $250,000,000 yearly. The 
losses occur not only in underground 
transmission and distribution systems, 
but also in above-ground structures such 
as holders, condensers, scrubbers, pumps, 
and meters. 

The technical section of the association 
has launched a direct attack on the prob- 
lem. At a recent AGA Distribution, 
Motor Vehicle, and Corrosion Confer- 
ence in Cincinnati, a newly formed cor- 
rosion committee submitted its first re- 


in Gas Industry 


port outlining a program for evaluating 
and rectifying corrosive influences. 

Under the general chairmanship of 
Sidney E. Trouard, electrolysis engineer, 
New Orleans Public Service, Inc., sub- 
committees have been formed to investi- 
gate causes of underground corrosion of 
metals, underground corrosion mitiga- 
tion practices, and proper instruments to 
measure and detect corrosive influences. 

Important reductions in leaks in trans- 
mission and distribution lines through 
protective measures already have been 
made as a result of the gas industry’s 
investigations. 
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The March of 
Events 


Colorado 


Gas Service to End 


oe one of southern Colorado’s 
most populous communities, will be 
without gas service after October Ist. 

The state public utilities commission 
announced recently it had granted per- 
mission to the Frontier Power Company 
to discontinue service on that date. 

The company operated the city’s elec- 
tric company until the first of the year, 


when a municipal plant took over that 
business. 

It said, in its request to abandon serv- 
ice, that gas operations had shown losses 
every year since 1943. For the first 
eleven months of last year this amounted 
to $11,678. The company estimated it 
would cost $1,000,000 to rehabilitate the 
gas plant and distribution system and to 
obtain natural gas. 


Connecticut 


Governor Seeks Authority 
Approval 


yp sey: Chester Bowles last month 
asked legislative approval for Con- 
necticut participation in a New England 
development authority. 

Warning that “we must not allow New 
England to become a museum piece, 
where people come to look at the past,” 
Bowles told the state general assembly, 
in a special message, that “it is essential 


that we meet the challenge of other sec- 
tions of America.” 

The chief executive said the proposed 
development authority had been approved 
by the six New England governors at a 
recent meeting, 

The duty of the authority, comprised 
of one representative from each of the 
six states, would be to “maintain a con- 
tinuing study of New England’s future 
development.”” Connecticut’s share of the 
cost was fixed at $40,000 a year. 


Florida 


State Utility Regulation 
Proposed 


[soya eee of Florida electric power 
and gas companies by the state rail- 
road and public utilities commission was 
proposed in the state legislature last 
month. 

Representatives Burwell and David of 


$roward county introduced a bill giving 
the commission broad authority to set 
utility rates, regulate services and safety 
of operations, test meters, force repairs 
and improvements to plants, and gen- 
erally fix rules governing the industry. 

Gas and electric services owned by 
cities and codperatives would be exempt 
from the regulation. 
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The state commission regulation would 
supersede existing authorities of various 
local boards. All the commission’s rul- 
ings would be subject to review by the 
courts. 

All efforts-in previous years to set up 
a statewide utility regulatory law have 
failed, but several counties and cities 
have created boards to supervise the in- 
dustry in their communities. 

A bill to enlarge from three to five the 
number of commissioners of the state 
commission also has been introduced in 
the house. Sponsors were the Pinellas 
delegation, Representatives Charles J. 
Schuh, Jr., Archie Clement, and James 
McClure, Jr. 

The measure would permit the com- 
mission also to review rates charged by 
gas and electric companies, and would 
divide the state into five commissioners’ 
districts, 
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THE MARCH OF EVENTS 


Board’s Authority to Fix Rates 
Upheld 


yg wwf of the Pinellas Utility 
Board to fix electric rates was up- 
held by the state supreme court on April 
22nd. 

The court, in a 5-to-2 decision, said the 
1947 law creating the board with broad 
regulatory powers did not violate the 
state Constitution. The law was attacked 
by the Florida Power Corporation. 

Justice Roy Chapman, writing the 
court’s opinion, said the legislature has 
authority to delegate to a board or com- 
mission the right to regulate business and 
trade in the public interest. He cited 
numerous previous decisions in dismiss- 
ing 13 questions of validity raised by the 
power corporation. The court said ex- 
penses of the board did not constitute an 
unlawful expenditure of county funds. 


Missouri 


Commission Member Appointed 


rr P. RanpotpH, chief counsel of 
the state public service commission, 
last month was appointed a member 
of the 5-man commission by Governor 
Forrest Smith. Commissioner E. L, Mc- 
Clintock, whose term expired on April 
15th, was reappointed. 


Both appointments, for 6-year terms, 
must be confirmed by the senate. 

Randolph, who has been chief counsel 
of the commission for the last six years, 
serving by appointment of former Gov- 
ernor Forrest C. Donnell, would replace 
Miss Agnes Mae Wilson, Trenton, Re- 
publican. Randolph is a Republican from 
St. Joseph. 


Nebraska 


Appliance Sales by Districts Hit 
A= of southeast Nebraska appli- 

ance dealers is objecting to the sell- 
ing of appliances by the Norris Public 
Power District. 

Spokesman for the dealers, who or- 
ganized early this year, was Paul W. 
Eagleton, Burt county judge at Tekamah. 
He is serving as legal counsel for the ap- 
pliance dealers, 

Addressing the Norris District direc- 
tors, Eagleton said the district’s going 
into the appliance business is a threat to 


private enterprise, that as the REA dis- 
trict is “tax supported” it does not have 
to show a profit, and that the handling of 
an appliance line by the district would 
serve as an endorsement of that line, to 
the disadvantage of dealers in other lines. 

Lester Trussell, manager of the Nor- 
ris District, in reply said the district is 
not “tax supported,” but borrows money 
from the Reconstruction Finance Cor- 
poration, paying interest. The district’s 
only interest in appliances is to increase 
the use of electricity, he said, 
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New 


Ordered to Restore Rate Cut 


HE court of appeals in a decision last 

month ordered the Consolidated 
Edison Company of New York to restore 
the 10 per cent cut in temporary electric 
rates which had been ordered by the state 
public service commission to take effect 
last January 10th. The commission order 
would cut power bills for 2,154,000 con- 
sumers in Manhattan, Queens, Brooklyn, 
and the Bronx by an estimated $21,500,- 
000 a year. 

By its recent action, the court of ap- 
peals reversed the injunction granted 
March 16th by the appellate division, 
third department, which in effect re- 
scinded the commission order by tempo- 
rarily permitting the utility to return to 
its previous permanent, or higher, rates. 

An action to annul the commission’s 
decision was slated to be argued in the 
appellate division this month. If the re- 
duced rates are sustained in that litiga- 
tion, customers will receive refunds for 
the higher bills they have paid since Janu- 
ary 10th. Meanwhile, the commission 
continued hearings on its order, also is- 
sued January 10th, to increase gas rates 
to consumers by some $11,000,000 a year. 


Dewey Signs Power Project Bill 


=. Dewey placed responsi- 
bility for any further delay in start- 


* 


York 


ing the St. Lawrence river hydroelectric 
development squarely on the Federal gov- 
ernment recently in approving a bill 
broadening the powers of the state power 
authority. 

The governor in a memorandum stated 
that the bill “‘modernizes the statutes re- 
lating to the New York State Power 
Authority. In addition, it eliminates two 
undesirable restrictions on the develop- 
ment of the St, Lawrence project ; name- 
ly, the requirement that the authority 
have firm contracts for the disposition of 
its power before issuing any bonds and 
some of the restrictions regarding con- 
struction by the authority of transmis- 
sion lines.” 

Cheap and plentiful power, he said, is 
essential to progress, economic and 
social, 


Rate Increase Approved 


ENTRAL Hupson Gas & ELEctRIc 
'_4A CoMPANY has been authorized by 
the state commission to increase its elec- 
tric rates by 3 per cent on an interim basis 
for a period ending October 31st, the 
company announced recently. By that 
time final determination in the rate pro- 
ceedings is expected. Ernest R. Acker, 
president, said the 3 per cent increase is 
equal to $286,000 a year additional gross, 
which would mean about $168,000 addi- 
tional net income, 


North Carolina 


Commission Membership 
Increased 


OVERNOR Scott won a major victory 
last month when the senate public 
utilities committee voted to approve his 
plan to increase the number of state utili- 
ties commissioners from three to five. 
The administration-sponsored meas- 
ure was subsequently approved by the 
senate. The senate defeated another pro- 
posal which would have given private 
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power companies the right to carry into 
the courts arguments over whether trans- 
mission lines could be built across their 
territory by Rural Electrification Ad- 
ministration membership codperatives. 

The senate turned down the amend- 
ment flatly and then passed the bill, under 
which the utilities commission acquires 
an assistant attorney general and is giv- 
en authority to order public utilities to 
expand their services in areas where serv- 
ice is inadequate. 
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THE MARCH OF EVENTS 


Pennsylvania 


Original Cost Bill Killed 


HE measure, sponsored by Senator 
Elmer J. Holland, Pittsburgh Demo- 
crat, which would have required the “fair 
value” of utility concerns to be deter- 
mined upon the basis of original cost plus 
depreciation, rather than upon the cost 
of replacing the properties at present 
prices, was killed by the state senate last 
month. 
By a vote of 35 to 15 it was sent back 
to committee to die. 
Senator Holland said the bill would 
have fixed lower “fair values” and there- 
fore lowered rates. 


Power Rates Increased 


HE state public utility commission 

last month allowed the Philadelphia 
Electric Company to increase charges to 
its 856,635 customers by $9,587,541 a 
year, effective April 18th. Increases will 
average 45 cents a month for residential 
customers who comprise all except 195,- 
501 in commercial and industrial classifi- 
cations. 

Commissioner John B, Conly voted 
against the increase, the first asked by 
the company since 1921. During the in- 
terval its rate reductions have totaled 
$23,841,287 a year, the commission said. 


South Carolina 


Power Authority Loses in High 
Court 


HE South Carolina Public Service 

Authority last month failed to get a 
United States court review of its unsuc- 
cessful efforts to buy the capital stock of 
the South Carolina Power Company. Jus- 
tice Black favored a review. Justice 
Douglas took no part. 

The authority is a state agency operat- 
ing a hydroelectric system in southern 
South Carolina. Lawyers for the author- 
ity said the South Carolina Power Com- 
pany was the chief natural outlet for the 
“cheap power” the authority produces. 

The authority offered the Common- 
wealth & Southern Corporation $11,600,- 
000 for its stock in South Carolina Pow- 
er Company. Commonwealth & South- 
ern, however, accepted a $10,200,000 
offer by the South Carolina Electric & 
Gas Company. 


The Securities and Exchange Commis- 
sion and the Federal Power Commission 
approved the sale of the stock to South 
Carolina Electric & Gas Company. 

Circuit Judge E. H. Henderson re- 
cently issued an order blocking the efforts 
of Santee-Cooper to forestall a suit de- 
signed to prevent the Santee-Cooper 
Authority from entering into a contract 
with the Central South Carolina Rural 
Electrification Codperative to build 
transmission lines in the state, REA has 
agreed to lend $7,000,000 to the co-op. 

Santee-Cooper filed a demurrer 
against the suit, instituted by the South 
Carolina Electric & Gas Company, 
Columbia; the South Carolina Power 
Company, Charleston; and the Carolina 
Power & Light Company, Raleigh. In 
overruling the demurrer, Judge Hender- 
son held that the three companies have a 
sufficient cause of action for the case to 
be tried. 


Tennessee 


Rural Areas Get Policy Voice 


hos action in a revolutionary step in 
public power management was taken 


653 


recently when legislative action was com- 
pleted on a bill to add three rural repre- 
sentatives to the Johnson City Power 
Board. 
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The Johnson City Power Board, one of 
scores in the Tennessee valley set up to 
manage distribution systems taking pow- 
er from TVA, now consists of five mem- 
bers named by the city. But the 18 com- 
munity clubs of Washington county, 
which in turn were stimulated to some 
extent by TVA fertilizer and test demon- 
stration farms, have been insisting the 
board has neglected to provide rural 
areas with electric service. These clubs 
demanded representation on the board. 
This bill give it to them. Under it Wash- 
ington County Court will elect two more 
members of the power board and Jones- 
boro one. 
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Labor Bill Vetoed 


BILL which would have outlawed 
A strikes against electric power com- 
panies in Tennessee and required com- 
pulsory arbitration of such labor dis- 
putes before the state railroad and pub- 
lic utilities commission was recently 
vetoed by Governor Browning. 

The state house overrode the veto, but 
it was sustained by the state senate. 

An administration bill to transfer con- 
trol of city transportation systems to the 
state commission was rejected by the sen- 
ate just prior to adjournment of the state 
legislature last month. 


* 


Vermont 


Rates Ordered Suspended 


CHEDULED higher gas and electric rates 
filed by the Central Vermont Public 
Service Corporation were ordered sus- 
pended recently by the state public serv- 
ice commission. The utility had filed the 
rates to become effective May 11th. 
Subscribers in 190 communities are 
affected by the new electric rate schedule 
while gas users in Rutland city would be 
affected by the new gas rates. 
Suspension of the effective date was 
ordered under a law enacted during the 


¥ 


current session of the state legislature. 
Commission Chairman James S. 
Holden said a hearing on the proposed 
rate increases would bé scheduled in the 
near future. He explained that the way 
was still open for the utility to request an 
emergency increase. An emergency in- 
crease, if allowed by the commission after 
a preliminary hearing, would go into 
effect at once under a refunding bond. 
The utility estimated that the new 


. rates would produce an additional 13 per 


cent in domestic electric revenue annu- 
ally. 


Virginia 


City Plant Gas Rate Raised 
Re: Manager Reeder recommended 


‘o the Richmond council recently the 
adoption of a new gas rate schedule which 
would increase the average residential 
gas user’s monthly bill 24 per cent. An 
ordinance providing for the rate boosts 
was introduced and set for public hear- 
ing on May 16th. The increase would be 
effective June Ist. 

The proposal that gas rates be hiked 
was said to be in accord with a provision 
of the new charter which says that in- 
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creases must be made if the city loses 
money on its gas utility for three years in 
succession, 

The new rates were proposed by Hen- 
kel Company, Inc., consultants, of Wash- 
ington, who made a study of the city’s gas 
utility for the 10-year period 1939 
through 1948. Louis C. Henkel, presi- 
dent of the firm, reported that the city 
lost $129,345 from its gas business in the 
1947 fiscal year and $173,543 in 1948, 
and he estimated the current year’s loss 
at $642,500. 
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Progress of Regulation 


Departments and Interstate Operations 
Separated for Rate Making 


Bb... Montana commission authorized 
an increase in steam-heating rates 
and denied an increase in electric rates 
in the case of a company operating gas, 
electric, and steam-heat service in Mon- 
tana and portions of other states. The 
company also engages in the nonutility 
business of merchandising gas and elec- 
tric appliances and equipment. 

The electric and steam-heating utilities 
were considered separately and apart 
from the other business, including gas 
service. An attempt by those protesting 
a rate increase to show that by reason of 
income from merchandising operations 
there was no need of increases in utility 
rates failed. 

The commission said it had no juris- 
diction over nonutility functions such as 
merchandising activities. It could not or- 
der a utility to engage in or refrain from 
engaging in nonutility business. Neither 
could it regulate such business. It could 
not grant rates which would pay losses 
in nonutility business, nor could it reduce 
rates or refuse increases because non- 
utility business shows a profit. 

A public utility must be maintained in 
a sound financial condition if it is to fur- 
nish adequate service, said the commis- 
sion. An application for a rate increase 
involves revenue received in the state less 
operating expenses, depreciation, and 
taxes, which gives net operating revenue. 
This figure, the commission continued, is 
related to the value of the utility property 
used and useful in the state to obtain the 
rate of return. 
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The utility, it was said, is entitled to 
earn a fair return on the value of its 
property, The commission, in determin- 
ing a fair return, is not concerned with 
the return on capital stock, return from 
other utility services furnished by the 
company, or return from nonutility busi- 
ness, nor can it be concerned with who 
the beneficiary of increases may be. 

A company operating in several states 
and performing several types of service, 
the commission declared, is entitled to a 
fair return on the property used and use- 
ful in furnishing a particular utility serv- 
ice in the state. It cannot be prevented 
from earning a fair return on electric 
service in the state because its system 
condition is good, nor can it earn more 
than a fair return if its system condition 
is deplorable. 

An allocation between electric and 
steam-heating departments based on per- 
centage of steam delivered to the steam 
plant, instead of the ratio of electricity 
generated, was accepted as a fair and 
equitable method of determining cost of 
plant and operating expenses. Property 
and expenses were allocated between 
states on the basis of gross revenue, 
which takes into account variances in rate 
scales for different steps and types of 
customers and is more nearly equitable 
than allocation on gross sales or number 
of customers, the commission said. 

The commission, although in favor of 
benefits to labor, said that it could not 
ignore its duty to the general public for 
the benefit of employees of a public util- 
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ity. Some wage increases had been made 
conditional upon the commission grant- 
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ing relief. Re Montana-Dakota Utilities 
Co. (Docket No. 3676, Order No. 2059). 


e 


Commission Has Power to Regulate Construction 
Near Airport 


HE Wisconsin commission dis- 

missed an application for an order 
restraining public utilities from erecting 
overhead transmission wires within one 
mile of airports. The commission held 
that it has jurisdiction to prescribe 
methods of construction of utility prop- 
erty ; that it can issue detailed rules cov- 
ering construction near airports gen- 
erally or that it can handle each case 
separately. It believed that the methods 
of constructing airports and the difficulty 
of predicting future advances in that 
industry made it undesirable to attempt 
to write detailed rules. 

In this particular case the commission 
believed that the rule incorporated in the 
State Electrical Code governing construc- 
tion near airports would substantially 
serve the petitioners, This rule was 
based on a glide ratio of 40 to 1, which 
is the maximum airport protection pro- 
vided in statutes governing zoning of 
airport approaches, 

The commission also considered the 
policy to be followed in allocating the 
cost of moving lines near airports, It 
believed that, as a general principle, each 
public enterprise or business should pay 
for its own facilities and that no enter- 
prise should be given an advantage solely 
because it happened to be the first in the 


field. The commission further explained: 


This same philosophy was, in gen- 
eral, used by the commission in cases 
involving electrolysis and inductive in- 
terference. The enterprise which en- 
tered the field last, in general, paid 
for moving the other’s facilities if that 
was all that was necessary, paying the 
remaining value of any facilities of 
another company that had to be re- 
placed; but in general the new enter- 
prise did not furnish new facilities 
for the enterprise that was first in the 
field. Early in the regulation of utili- 
ties this commission issued an order 
covering the change of the type of 
electric service from direct current to 
alternating current. In that order the 
commission required the utility to pay 
the customer for the remaining value 
of the customer’s equipment, pay for 
the cost of changing the electric wir- 
ing, installing the new equipment, 
and removing the old. This required 
the customer’ to buy new equipment 
to replace the old even though the new 
equipment cost more than the original 
equipment or more than the utility 
paid toward replacing such equipment. 


Re Waukesha Aviation Club, Inc. (2-U- 
2507). 


e 


Motor Carrier Permit Limited to Grandfather Rights 


HE attempt of a motor carrier to 
have the New York commission 
extend its operating authority to articles 
not included within the commission’s 
definition of the term “commodities gen- 
erally” was denied by the commission. 
The carrier sought to extend its per- 
mit to include heavy commodities re- 
quiring the use of special trucks, equip- 
ment, and rigging. The carrier contended 
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that it was unaware of the limits of the 
term “commodities generally.” However, 
the commission upset this contention by 
showing that many months before the 
controversy arose a copy of the commis- 
sion’s definition of the term had been 
served on the office of the carrier. 

The carrier had been issued a contract 
carrier permit after establishing its right 
in a judicial proceeding which was car- 


656 


ried 


cout 
issu 
the 

eral. 
was 
indi 
som 
moc 


of | 
mis 
Uti 
con 
reg 
ser 
tior 
gov 
fot 
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ried to the state court of appeals. The 
court order directed the commission “to 
issue to applicant a permit to engage in 
the transportation of commodities gen- 
erally.” The commission ruled that there 
was nothing in the court order which 
indicated that the permit was to include 
something broader than general com- 
modities within the state public service 


commission’s definition of the term. 

The application was brought under the 
grandfather clause, the commission said. 
The carrier had established its right 
merely to carry “general commodities.” 
It was not entitled to any greater rights 
than it had exercised in the critical period 
and thereafter. Re Motor Haulage Co. 
(Case MT-3849). 


e 


Phone Discontinuance at Police Request Upheld 


A TELEPHONE subscriber’s complaint 
against service denial at the request 
of law enforcement authorities was dis- 
missed by the New Jersey Board of 
Utility Commissioners. The telephone 
company based its action on a tariff 
regulation to the effect that facilities and 
service may be terminated upon objec- 
tion to their continuance made by any 
governmental authority. The board had 
found this regulation to be valid and 


reasonable in an earlier proceeding and 
reaffirmed this finding, 

The subscriber’s challenge to the 
propriety of the action of the county 
prosecutor in requesting the termination 
of service was dismissed for lack of 
jurisdiction, Persons questioning the 
actions of law enforcement authorities 
have adequate remedies in the courts. 
De Luisa v. New Jersey Bell Teleph. Co. 
(Docket No. 4207). 


e 


Figures for Test Year Adjusted to Reduce 
Basis for Telephone Rate Increase 


HE New Jersey board authorized the 
New Jersey Bell Telephone Com- 
pany to increase rates so as to produce 
a return of 5.6 per cent on a rate base 
measured by investment, less deprecia- 
tion reserve, plus working capital. Evi- 
dence as to a current cost rate base was 
said to be “beset with many infirmities.” 
Plant under construction was ex- 
cluded, since the company followed the 
practice of capitalizing interest during 
construction. The state contended that a 
completed exchange building should not 
be transferred to plant in service until 
the new exchange is actually placed in 
service. The company had been follow- 
ing the practice of making the transfer 
upon completion of the building, even 
though this might be several months in 
advance of the placing of the new ex- 
change in service. But it then ceased 
charging interest during construction. 
The board thought there was no over-all 
overstatement of rate base results. 
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Experienced operating results for the 
year 1948 were taken as a basis for test- 
ing the reasonableness of rates, but vari- 
ous adjustments were found to be ap- 
propriate. Only one-fifth of certain 
unusual expenses were allowed, For ex- 
ample, an unprecedented ice storm had 
been experienced in 1948, Such severe 
storms had not on the average been ex- 
perienced more often than at intervals 
of five years. 

Similarly, extraordinary expenditures 
associated with the introduction of drastic 
changes in rates were spread over a 
5-year period, as well as advertising ex- 
penditures pertaining to proposed rate 
changes. 

As to this item there had been a con- 
tention that advertising expenditures 
should be eliminated because the company 
could have provided customers with in- 
formation in its informational bulletin 
accompanying monthly bills for service. 
But this bulletin was delivered only once 
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a month on the same cycle as bill deliv- 
eries. Accordingly, said the board, this 
limited its usefulness where it was nec- 
essary or desirable to make information 
available to all customers at the same time 
or at other times than bill delivery dates. 

A claim for expense of soliciting di- 
rectory advertising was reduced upon a 
showing that the company’s own person- 
nel covered two counties, while an outside 
advertising agency covered the remainder 
of the company’s service area at a higher 
cost. 

An adjustment was made for a reduc- 
tion in expenses resulting from changes 
in the company’s business practices. For 
example, the company had begun to close 
business offices on Saturdays. It had also 
introduced “rack sorting”—a more effi- 
cient method of sorting toll tickets than 
that previously in effect. 

Dial conversion costs were allowed as 
an operating expense since the comple- 
tion of a dial conversion program would 
require many years, and dial conversion 
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costs would necessarily continue to be 
experienced for some time in the future. 

The board followed its previous deci- 
sion in Re New Jersey Bell Teleph. Co. 
(1947) 72 PUR NS 37, in dealing with 
payments to the American Telephone and 
Telegraph Company. In that case the 
board established a definite figure as the 
portion of the costs of rendering license 
contract services assignable to intrastate 
business, and it made the same allowance 
here. 

The board also followed its earlier de- 
cision in eliminating from operating ex- 
pense one-half of a claimed expense for 
the “freezing charge” to cover interest 
costs associated with arresting the growth 
of the unfunded portion of the actuarial 
pension reserve requirements. 

Contributions and donations were ex- 
cluded as not chargeable to custome’s, 
although the company was complimented 
for contributing to worthy causes. Re 
New Jersey Bell Teleph. Co. (Docket 
No. 4097). 


e 
Public Hardship No Basis for Denial of Rate Increase 


HE Connecticut commission per- 

mitted a rate increase where the 
utility, because of increased wages and 
other necessary expenses of rendering 
transportation service, was operating at 
close to an out-of-pocket loss. 

A union council opposed the increase 
on the ground that it would be an undue 
burden on the public at a time when week- 
ly earnings are tending to fall. The com- 
mission summarized the objection as a 
claim that “the inability of some patrons, 
on account of earning power and increase 
in unemployment, to pay the increase 
justifies the denial of the application.” 


e 


The commission first pointed out that 
any rate increase which would work a 
hardship on the public or a portion of 
the public was regrettable. However, the 
commission added, where a denial of a 
rate increase results in the confiscation of 
utility property for public use without 
just compensation, such objection must 
give way. Not only would the utility suf- 
fer under such circumstances, but denial 
of the needed rate increase would be 
brought home to the public in a rapid 
deterioration of service. Re Connecticut 
Railway & Lighting Co. (Docket No. 
8146). 


Operating Ratio As Well As Rate Base 
Viewed in Transit Case 


peace of a bus transportation com- 
pany, according to the Utah commis- 
sion, should be tested both by the ordinary 
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relationship of rate base to rate of return 


and by the operating ratio test. The 
former, said the commission, is not as 
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reliable a gauge in the case of bus transit 
utilities as in the case of electric, gas, and 
telephone utilities. The latter test also has 
its infirmities, 

A bus transportation company, the 
commission thought, could operate safely 
from a financial standpoint where the 
operating ratio of revenues to expenses, 
exclusive of Federal income tax, was 
89.7 per cent, and the ratio of revenues 
to expenses, including Federal income 
tax, was 93.3 per cent. 

A return of from 6$ to 7 per cent was 
said to be fair and reasonable. A some- 
what higher rate of return, according to 
the commission, is justified in the case 
of a bus transit company than in the case 
of electric, gas, and telephone utilities. 

Its business is subject to greater fluctu- 
ations. Unlike other utilities, it makes no 
minimum charge to customers for its 
services Over a given period. Moreover, 
the higher operating ratio of a bus com- 
pany will reflect a much greater variation 
in profit from a given variation in operat- 
ing revenue. 

The rate base was measured by original 
cost less depreciation. Allowance was 
made for materials and supplies, but no 
allowance was included for cash working 
capital, since revenues are collected at the 
time of rendering service or in advance. 

The amount of property taxes prorated 
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to the company at the time it acquired 
property from another company should 
not, according to the commission, be 
capitalized instead of being charged as 
an expense, even though the taxes were 
a lien on the property at the time of acqui- 
sition. 

The unamortized portion of the 
amount paid to a motor coach company 
for intangibles in connection with the 
acquisition of property was held to be 
properly includable in the rate base. The 
acquisition had been largely at the insti- 
gation of the commission, and the con- 
tract of sale had been submitted to the 
commission and the purchase price ap- 
proved. 

An upward adjustment in expenses 
was recognized because of a new wage 
contract which, said~ the commission, 
made this a definite expense increase. 

No increased allowance was made, 
however, for the cost of materials to 
compensate for price trends, Similarly no 
downward adjustment was made to com- 
pensate for a downward trend in rev- 
enues. 

Economic trends and cycles, said the 
commission, are too uncertain to permit 
an intelligent forecast. 

A payment to an affiliate was limited to 
cost of service. Re Salt Lake City Lines, 
Inc. (Case No. 3199). 


e 


Rights of Way for Service Extensions to 
Be Furnished by Customers 


te New York commission author- 
ized all electric companies in the 
state to file tariffs providing that appli- 
cants for service shall furnish the com- 
panies permanent easements or rights of 
way in so far as the extensions affect 
the property owned by the applicants. 
The authorized tariff would also pro- 
vide that the companies are not obligated 
to commence construction of extensions 
until the applicants have obtained satis- 
factory easements or rights of way or 
have agreed to pay a surcharge of 12 per 
cent of such cost as may be incurred by 
the companies if they, at the applicant’s 
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request, obtain such rights as sought. 

The commission said, however, that 
these provisions should not be mandatory 
for those companies desiring to acquire 
and pay for rights of way, 

Tariffs generally require that a pro- 
spective customer acquire the necessary 
right of way, In general, in rural areas, 
it was pointed out, no difficulty was en- 
countered when it was a matter of a cus- 
tomer treating with his neighbors. In 
fact, a representative of at least one farm 
organization believed that requiring the 
companies to acquire rights of way, in 
the first instance, might increase the cost 
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of rural rights of way and impede rather 
than help rural electrification. 

The commission had adopted uniform 
rules relating to extensions throughout 
the state. Certain companies had vari- 
ously interpreted the rules. Where ex- 
tensions were under 500 feet, it could be 
argued that it would be possible for a 
customer to require a company to acquire 
a right of way from the customer him- 
self. 

For that 


reason the commission 
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deemed it appropriate to clarify the pol- 
icy in respect to the acquisition of ease- 
ments, 

Where condemnation would be neces- 
sary, the company would have to acquire 
the right of way. But inasmuch as the 
right of way, if acquired by the com- 
pany, would constitute part of the cost 
of the line extension, the proposed cus- 
tomers should have an opportunity to get 
the right of way. Re Rights of Way for 
Extensions of Service (Case 13652). 


e 


Other Important Rulings 


HE supreme court of Wyoming held 

that the statutory provision that any 
interested person- may apply for a re- 
hearing is permissive and not mandatory 
and that a rehearing need not be sought 
before an appeal to the district court by 
a party dissatisfied with an order of the 
commission authorizing the construction, 
operation, and maintenance of an oil 
pipe line. Re Hamilton Pipe Line Co. 
et al, 202 P2d 184. 


In considering a telephone utility’s 
claimed expenses for the salary of a 
controlling partner, the Missouri com- 
mission refused to consider what the 
partner believed he should be receiving 
for his services to the company but 
limited its determination to the salary ac- 
tually paid him for some months prior 
to the rate hearing at which the question 
became important. Re Gault et al. (Case 
No. 11,321). 
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CALIFORNIA PUBLIC UTILITIES COMMISSION 


Re The Pacific Telephone & Telegraph 
Company 


Decision No. 42529, Application No. 28211 
February 23, 1949 


ROCEEDING upon order to show cause with respect to pay- 
| yoo by a telephone company to its parent company under a 
license agreement; company ordered to limit payments to rea- 
sonable cost or reasonable value of services, whichever is the 

lesser, and to make reports as to services and payments. 


Expenses, § 87 — Payment to parent company — Investor’s cost. 
1. Local telephone companies operating as licensees of a nation-wide parent 
company should pay the cost of bona fide services rendered by the parent 
company which benefit them, but should not be required to pay costs which 
the nation-wide company incurs as an investor in their securities, p. 135. 


Expenses, § 87 — Payment to parent company — Taxes. 
2. A local telephone company receiving services under a license contract 
should not be required to pay income and other taxes which result from its 
parent company’s earnings on its nation-wide investments, p. 135. 


Expenses, § 87 — Payment to parent company — Cost basis — Return on property 
devoted to service. 

3. The cost of properties of a parent company devoted to service to sub- 

sidiary statewide telephone companies should be included, irrespective of 

corporate lines, as a basis for the return element of the parent company’s 

cost, in determining allowances for payments to the parent company, p. 135. 


Expenses, § 87 — Payments to parent company — Cost basis — Funds held 
available. . 
4. Funds held available by a parent company to cover the cash requirements 
of subsidiary telephone companies have no place in a rate base, and the 
cost of such funds is not a proper charge to a subsidiary’s operating expense, 
p. 135. 


Expenses, § 83 — Payment to parent company — Burden of proof. 
5. The rule that a utility must bear the burden of showing by satisfactory 
evidence that all charges to operating expense are reasonable and have been 
reasonably incurred applies with special emphasis to a charge by a holding 
company, p. 135. 
Expenses, § 5 — Powers of Commission — Intercompany payments — Effect of 
contracts. 
6. Contracts between a utility and a parent company providing for inter- 
company payments are not binding upon a regulatory body and have no 
validity in a rate proceeding unless the terms thereof are within the bounds 
of reason, p. 135. 
[9] 129 77 PUR NS 
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Expenses, § 87 — Payment under license agreement — Percentage of revenues — 
Cost of services. 
7. A payment required to be made by a subsidiary to a parent telephone 
company pursuant to a so-called license agreement is arbitrary, unreason- 
able, and unjust when it is a percentage of gross revenues and bears no 
rational relationship to the reasonable cost of the services actually rendered 
to the subsidiary by the parent company and its affiliates, p. 135. 


Intercorporate relations, § 12 — Powers of Commission — Contract with parent 
company. 

8. The Commission has jurisdiction and authority to regulate, in the public 
interest, a telephone company’s participation in a license fee arrangement 
under which it makes payments to a parent company for services rendered, 
p. 135. 

Intercorporate relations, § 15 — Agreement with parent company — Services. 
9. An arrangement between a telephone company and a parent company 
under which the subsidiary pays to the parent a percentage of gross revenues 
as compensation for advice, assistance, and services is prejudicial to the 
operating company and its ratepayers when, because of domination by the 
parent company, it is not in fact a contract but merely a requirement im- 
posed upon the subsidiary by the parent, not being an agreement reached 
by the process of arm’s-length bargaining and negotiation, p. 140. 


Intercorporate relations, § 15 — Intercompany payments — Gross revenue basis. 
10. An agreement under which a parent company supplies services to a 
subsidiary for compensation based on gross revenues, without an allocation 
of the cost of services, should not be permitted to stand, p. 140. 


Intercorporate relations, § 12 — Powers of Commission — Regulation of contract 
with parent company. 
11. The Commission has authority, as a necessary incident to its power to 
fix rates and to abate unreasonable, unjust, and improper practices, to pro- 
mulgate a rule limiting payments by a telephone company to a parent com- 
pany for services rendered under an agreement, p. 141. 


Security issues, § 17 — Powers of Commission — Protection of minority stock- 
holders — Payments to majority stockholder. 
12. The Commission has power, under its authority to control the issuance 
of securities, to prescribe a rule limiting agreed payments by a telephone 
company to a parent company for services when such a rule is necessary to 
protect minority stockholders from a diminution of income by payments 
going into the treasury of the parent company, p. 141. 


Accounting, § 4 — Powers of Commission — Agreement for intercompany pay- 
ments. 
13. The Commission, in the exercise of its power to regulate accounting, 
has authority to regulate agreed payments by a telephone company to a ma- 
jority stockholder for services where excessive payments are disallowed as 
an operating expense and the accounting records of the subsidiary reflect 
these excessive payments, p. 141. 


Intercorporate relations, § 15 — Payments to parent company — Limitation to 
reasonable cost. 

14. A telephone company receiving services from a parent company, under 

an agreement providing for payment of a percentage of gross revenues as 

compensation, should be required to pay the parent company no more than 
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the reasonable cost of performing services or their reasonable value, which- 


ever is less, p. 143. 


Constitutional law, § 11 — Police power — Contracts — Property rights. 
15. All contracts, no matter how lawful or valid, and property rights, no 
matter how long vested, are subject to impairment and even destruction by 
the lawful exertion of the police power of the state, and the contract clause 
of the Federal Constitution affords no protection, p. 144. 


Intercorporate relations, § 5.1 — Constitutional requirements — Regulation of 


intercompany payments. 


16. A rule, promulgated by the Commission, limiting payments by an oper- 
ating company to a parent company for services furnished under contract 
would not confiscate the property of the parent company; the parent com- 
pany could not gain a vested right in any unlawful or improper conduct it 
might engage in with its subsidiary, p. 144. 


(CRraEMER, Commissioner, concurs in part; RoweLt, Commissioner, dissents.) 


APPEARANCES: Arthur T. George, 
Eugene M. Prince, Fletcher Rock- 
wood, and Eugene D. Bennett, for 
respondent ; Roger Arnebergh and T. 
M. Chubb, for the city of Los Angeles ; 
John J. O’Toole, Dion R. Holm, and 
Paul L. Beck, for the city and county 
of San Francisco; Emuel J. Forman, 
for the cities of Alhambra, Beverly 
Hills, Burbank, Culver City, El Monte, 
El Segundo, Glendale, Hawthorne, 
Inglewood, Pasadena, South Pasa- 
dena, Arcadia, and South Gate; J. J. 
Deuel and Edson Abel, for the Cali- 
fornia Farm Bureau Federation ; Reg- 
inald L. Vaughan and John G. Lyons, 
for the cities of Bakersfield, Sacramen- 
to, Fresno, Stockton, and San Jose; 
C. M. Ozias, for the city of Fresno; 
Everett M. Glenn, for the city of Sac- 
ramento; Frederick J. Lordan, for the 
Department of Public Utilities of the 
state of Washington; John W. Col- 
lier, Archer Bowden, and Loren W. 
East, for the city of Oakland. 


By the CommISSION: 


This pro- 
ceeding upon the order to show cause 
herein arose out of the situation creat- 
ed by the failure of the respondent The 
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Pacific Telephone and Telegraph Com- 
pany (hereafter referred to generally 
as “respondent” ) to comply satisfac- 
torily with an order contained in Deci- 
sion No. 41416 rendered by this Com- 
mission on April 6, 1948, 75 PUR NS 
379, in the above-captioned rate pro- 
ceeding. Said Decision No. 41416 
partially granted to respondent re- 
quested rate increases. In granting, in 
part, such rate increases, this Commis- 
sion, in its said Decision No. 41416, 
ordered respondent to comply with cer- 
tain terms, conditions, and require- 
ments embodied therein, among which 
was the following: 

“3. Applicant” [respondent in this 
proceeding] “shall submit not later 
than July 1, 1948, a plan for a new ar- 
rangement with American Telephone 
and Telegraph Company in respect to 
payments for services rendered to ap- 
plicant by Bell Telephone Laboratories, 
Inc. and for services rendered to ap- 
plicant by the operation and engineer- 
ing and other departments of the 
American Telephone and Telegraph 
Company to the extent recognized 
herein as proper costs chargeable to 
applicant.” 
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Pursuant to the foregoing quoted 
order, respondent filed a written re- 
sponse witiu the Commission on July 
1, 1948, which response reads as fol- 
lows: 

“By Item 3 of the order the compa- 
ny was directed to submit ‘a plan for 
a new arrangement with American 
Telephone and Telegraph Company in 
respect to payments for services ren- 
dered to applicant to the ex- 
tent recognized herein as proper costs 
chargeable to applicant.’ In its opin- 
ion the Commission also stated that 
the company had a responsibility to 
take immediate steps to negotiate with 
the American Company for a restate- 
ment of the license fee so as not to 
exceed a charge of $1,850,000. 

“Notwithstanding that the company 
has always considered the license con- 
tract a fair contract under which the 
company has had full value received 
for every payment made, the company, 
immediately following the issuance of 
the Commission’s opinion and order, 
negotiated with American Company 
as to the possibility of obtaining modi- 
fication of the present arrangement as 
suggested by the Commission. 


“The American Company has ad- 
vised that in view of its costs incurred, 
which exceed the amount paid by the 
Pacific Company for services received, 
it cannot assent to a reduction of the 
current payments to $1,850,000 or en- 
ter into a new arrangement for deter- 
mining the annual payment on the 
basis on which the $1,850,000 was 
computed. 

“This license contract, as modi- 
fied from time to time, has been in ef- 
fect since 1880. The present organi- 
zation of the Bell System as to the di- 
vision of work between the central 


organization and the operating com- 
panies, provided for by the license con- 
tract, results in better service at lower 
cost than any other method. The serv- 
ices which have been rendered under 
this contract are of great value and 
in the opinion of the management are 
indispensable. Over the years it has 
been and it now is the judgment of the 
officers and the board of directors of 
the company that the contract is in 
the best interests of the company and 
its service to the public; also that it 
would be very detrimental to the com- 
pany and to the public if the services 
under the license contract were to be 
terminated. 

“The company is advised by its 
counsel that the Commission’s order 
of April 6th does not require this 
company to revise the contract and 
that the Commission is without juris- 
diction to make such an order. Coun- 
sel advised that while the Commission 
in rate cases may properly pass upon 
the reasonableness of claimed operat- 
ing expenses and in so doing may dis- 
allow a part of a payment under a con- 
tract, assuming, of course, there is 
warrant for such action in the testi- 
mony before it, it has no jurisdiction 
to make an order operating directly on 
the contract. 

“Tn the opinion of the company, the 
method of measuring payment for the 
services in question is not the primary 
issue — the important matter is the 
amount paid for the services received. 
While the company cannot in the ex- 
isting state of affairs effect the particu- 
lar changes in the present arrangement 
which are suggested by the Commis- 
sion and while the company most re- 
spectfully submits that the Commis- 
sion erred in disallowing any part of 
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the contract payments for rate pur- 
poses, the company does emphasize its 
desire to find a common ground with 
the Commission, if possible, and to 
that end will be glad to work with the 
Commission either informally or in a 
formal proceeding. 

“In this connection, the company 
has just been advised by the Ameri- 
can Company that it has agreed again 
to discuss with the NARUC‘? the li- 
cense contract and cost of furnishing 
services thereunder. In view of this 
situation, we request this Commission 
to defer, for the time being, its further 
consideration of the matter in question. 

“We also wish to make reference to 
certain statements made in the opin- 
ion of the Commission; namely, that 
the American Company ‘dominates 
and controls applicant’; that ‘appli- 
cant, in carrying out the terms of this 
so-called license agreement, exercises 
no independent judgment’; that the 
‘so-called license contract or agreement 
is, in fact and in law, not a contract or 
agreement but is in essence a directive 
or requirement imposed upon appli- 
cant by the American Company’; and 
that in some undefined sense, there 
has been an ‘abuse of intercorporate 
relations.’ 


“We most respectfully submit that 
these statements have no bearing on 
the point under consideration. Re- 
gardless of alleged ‘domination,’ the 
Commission in the exercise of its rate- 
making functions may, when justified 
by the evidence, disallow a part of a 
payment as an operating expense, and 
the jurisdiction of the Commission in 
this regard is not dependent upon a 
finding of domination. The recent 





_ | National Association of Railroad and Util- 
ities Commissioners. 
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rate case involved no issue of domina- 
tion; in the hearing thereof no issue 
was raised as to any possible abuse of 
intercorporate relations and no evi- 
dence whatever of such abuse was be- 
fore the Commission. The fact is 
there is no dictation or domination by 
the American Company in the affairs 
of the Pacific Company.” 

In effect and substance, the response 
of respondent was, first, that this Com- 
mission has no jurisdiction or power 
to interfere with the license contract 
arrangement existing between it and 
its corporate holding company, the 
American Telephone and Telegraph 
Company (hereafter generally referred 
to as “American Company”) ; second, 
that, should respondent be so disposed, 
the American Company would not con- 
sent to a revision of said arrangement ; 
and, third, that, in any event, this 
Commission should not interfere with 
such arrangement, alleging the same 
to be justified. Respondent stated its 
willingness to work with the Commis- 
sion, either formally or informally, 
looking toward an adjustment of the 
matter satisfactory to all parties. 

The Commission was of the opinion 
that respondent, by its action embodied 
in said response, had not complied sat- 
isfactorily with the aforementioned or- 
der and, being of such opinion, on Au- 
gust 24, 1948, issued the herein order 
to show cause, which order is hereby 
annexed to this decision, marked Ex- 
hibit “A,” [omitted herein] and by 
reference is hereby incorporated here- 
in for all intents and purposes. Hear- 
ing on said order to show cause was 
set for September 30 and October 1, 
1948. After the issuance of this order 
to show cause, the American Compa- 
ny reduced the license fee from 1} per 
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cent of respondent’s gross revenues, 
with minor exclusions, to one per cent 
of a slightly higher revenue base, ef- 
fective as of October 1, 1948, until fur- 
ther notice. The contemplated reduc- 
tion was reported by the American 
Company to the NARUC Telephone 
Committee at its meeting in Septem- 
ber, 1948. Respondent requested and 
was granted a continuance of the hear- 
ing of this proceeding to October 27, 
1948. 

At the opening of the hearing of this 
matter on said date, respondent sea- 
sonably filed its response and answer 
to said order to show cause, which 
response and answer are hereby an- 
nexed to this decision, marked Exhibit 
“B,” [omitted herein] and by refer- 
ence are hereby incorporated herein 
for all intents and purposes. At the 
same time, respondent duly moved to 
dismiss the proceeding and discharge 
the order to show cause on the ground 
that the Commission did not have ju- 
risdiction to proceed with the same or 
to prescribe the rule or regulation en- 
visioned by said order to show cause. 
Also, respondent contended that, as- 
suming that power did reside in the 
Commission to prescribe such pro- 
posed rule or regulation, it should not 
do so, all the facts and the law being 
considered. Respondent also contend- 
ed that the prescription of such a rule 
or regulation would deprive it of al- 
legedly valuable services received by it 
pursuant to said license contract. This 
motion was taken under advisement 
with the understanding that it would 
be ruled upon at the close of the pro- 
ceeding and after the same had been 
submitted for decision. For the rea- 
sons hereafter in this decision stated, 
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respondent’s motion to dismiss is here- 
by denied. 

A number of the municipalities and 
other interested parties participating 
in this proceeding, at the outset there- 
of, objected to the introduction of any 
evidence by respondent for the reason 
that the subject matter of the proceed- 
ing was res judicata and that respond- 
ent was in the contempt of the Com- 
mission for not having complied with 
the order contained in Decision No. 
41416, supra. Said objection was 
overruled with the right to move to 
strike the evidence at the close of the 
proceeding, which motion to strike was 
duly made. This motion was with- 
drawn by the parties at the date of 
submission of this proceeding. 

The herein proceeding went to hear- 
ing and continued intermittently until 
its final submission for decision on 
February 2, 1949. These hearings 
consumed fifteen days, were recorded 
in 1675 pages of transcript and 77 ex- 
hibits were received in evidence. Oral 
argument was had before the Com- 
mission in bank and memorandums of 
points and authorities were filed. 

The order to show cause proposed 
the possibility of the Commission’s re- 
quiring the respondent to show cause 
why it should not be ordered and di- 
rected to do the following things: 

“(1) Refrain and desist from mak- 
ing further or any payments, directly 
or indirectly, or under any color or 
guise, or by any device, to the Ameri- 
can Telephone and Telegraph Com- 
pany, or any of its subsidiaries or af- 
filiates, pursuant to the provisions of 
said so-called license contract; 

“(2) Requisition, in writing, any 
and all services said respondent com- 
pany reasonably requires performed 
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for it by the American Telephone and 
Telegraph Company, its subsidiaries 
or affiliates, said requisition to be made 
in advance of and prior to the rendi- 
tion of any service thereby requisi- 
tioned ; 

“(3) Require the American Tele- 
phone and Telegraph Company, its 
subsidiaries or affiliates, to render bills 
or invoices to said respondent compa- 
ny for any services rendered by them, 
or either or any of them, to said re- 
spondent company, and said respond- 
ent company to pay only the reasonable 
cost of services reasonably required by 
and rendered to it, but not in excess of 
the reasonable value of such service, or 
not in excess of the cost to said re- 
spondent company, if said services 
were performed by its own person- 
nel; 

“(4) File with this Commission 
monthly, not later than the 5th day of 
each and every month, a verified state- 
ment setting out in full for the imme- 
diately preceding month all requisi- 
tions for services made by said re- 
spondent company upon the American 
Telephone and Telegraph Company, 
its subsidiaries or affiliates, during said 
period; also all charges made during 
said period against respondent com- 
pany for services rendered to it by the 
American Telephone and Telegraph 
Company, its subsidiaries or affilates, 
and also showing, for the immediate- 
ly preceding month, all payments made 
during said period by respondent com- 
pany, and money or other considera- 
tion, directly or indirectly, or under 
any color or guise, or by any device, 


to the American Telephone and Tele- 
graph Company, its subsidiaries or af- 
filiates, for any services rendered to 
respondent company by the American 
Telephone and Telegraph Company, 
its subsidiaries or affiliates.” 

[1-8] All pertinent history and evi- 
dence concerning this license contract 
were introduced into this record. The 
Commission is now fully, completely, 
and extensively advised as to the 
genesis, operation, and effect of this 
license fee arrangement, which exists 
between respondent and the American 
Company, denominated by them as 
“license contract” or “license agree- 
ment.”” In Application No. 28211, the 
Commission fully considered this li- 
cense contract in connection with re- 
spondent’s request for an increase of 
its telephone rates and, in rejecting 
the principle underlying this license 
fee arrangement based upon a percent- 
age of gross revenues of the respond- 
ent and invoking the principle of al- 
located costs, we had occasion to ex- 
press the following view thereof in 
said Decision No. 41416, 75 PUR NS 
at pp. 390-393, as follows: 

“The Bell System operating compa- 
nies have for many years paid to the 
American Company and charged to op- 
erating expense a ‘license fee’ com- 
prising a percentage of their gross rev- 
enues.* The fee is intended to com- 
pensate the American Company for 
advice, assistance and services which 
it furnishes to its associated operating 
companies under the ‘license contract.’ 
The license fee applicable to total Cali- 
fornia operations increased from $1,- 





“4The license agreement between the Pa- 
cific and American companies specifies a fee 
of 24 per cent of ‘total gross earnings’ (total 
revenues excluding certain minor accounts). 
However, the fee has been fixed at 14 per 
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cent since 1929 by a letter of modification 
which provides also that the American Com- 
pany can increase the fee to 24 per cent upon 
four months’ written notice.” 
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245,000 in 1937 to $2,821,000 in 
1946. The amount applicable to Cali- 
fornia intrastate operations for Test 
Period B, after adjusting for the ef- 
fect of the three interim rate increases, 
was $3,344,000. 

“As justification for the license fee, 
applicant introduced evidence both as 
to the value of the advice and assist- 
ance and as to the American Com- 
pany’s costs and an allocation thereof 
to the Pacific Company system and the 
state of California. 

“The _ fixed-percentage-of-revenue 
basis for the license fee was attacked 
as unsound by both witnesses and 
counsel. They pointed out that the 
amount of services received bore no 
direct relation to revenues. The falla- 


cy of such a basis of payment is obvi- 
ous when it is realized that the three 
interim rate increases which this Com- 


mission has granted have served to in- 
crease the license fee by approximately 
$330,000 per year, with no appreciable 
resultant increase in the services ren- 
dered. Applicant’s over-all request for 
rate increases, if granted, would in- 
crease the license fee by more than 
$600,000 per year. The record con- 
tains testimony by a Commission staff 
witness that the American Company 
has agreed, as to principle, that serv- 
ices should be paid for on the basis 
of allocated costs rather than as a 
percentage of gross revenue. 

“It is applicant’s position, as testi- 
fied to by Mr. H. C. Gretz, an as- 
sistant comptroller of the American 
Company, that all expenses and taxes 
incurred by the American Company’s 
general department are properly al- 
locable to the operating companies and 
the Long Lines Department, except 
for minor amounts (about 3 per cent 
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of the total) deducted as ‘non-license,’ 
and that the American Company is 
likewise entitled to a return of 64 to 
7 per cent for the year 1946 on about 
$173,000,000 of ‘capital employed in 
rendering services under license con- 
tracts.’ Included in this amount were 
$28,000,000 of working capital and 
$127,000,000 of ‘funds held available 
during year to meet cash requirements 
of licensees and Long Lines.’ Based 
on this philosophy, Mr. Gretz conclud- 
ed that American Company costs al- 
locable to the Pacific Company’s total 
California operations for the year 
1946 amounted to more than $4,000,- 
000. He testified that all such costs 
would be proper charges to operating 
expenses of the Pacific Company. 

“Mr. E. A. Hosmer, a witness fer a 
number of cities in the Los Angeles 
area, contended there should be no 
charge to Pacific Company operating 
expenses in respect to the license con- 
tract, and that the Bell Laboratories 
costs should be charged to Western 
Electric Company and reflected in the 
prices of Western Electric products. 
He showed in an exhibit the estimat- 
ed effect of this approach on the Cali- 
fornia operating results for Test Peri- 
od A. 

“Mr. Mors, the Commission’s re- 
search engineer, made a determination 
of allocated service costs which he con- 
sidered properly includible in appli- 
cant’s operating expenses for both total 
California operations and California 
intrastate operations. He recognized 
that the American Company furnishes 
various services of value to the Pacific 
Company, but took the position that 
the Pacific Company’s subscribers 
should not be required to pay costs 
which the American Company incurs 
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as an investor in the operating compa- 
nies. In the absence of records show- 
ing the amount of the investor ex- 
penses, he estimated their magnitude 
by applying to the American Compa- 
ny’s investment holdings a factor based 
on the relationship of expenses to in- 
vestment holdings in a number of utility 
holding companies whose _subsidi- 
aries are served by service organiza- 
tions separate from the holding com- 
pany. In determining the factor, Mr. 
Mors made allowance for the greater 
magnitude of the American Compa- 
ny’s holdings. As to taxes, the staff 
witness included those taxes which 
would be incurred by a nonprofit serv- 
ice company without an investment in- 
terest in the companies serviced. He 
included also a 6 per cent return on the 
American Company’s net investment 
in facilities employed in furnishing 


services to the operating companies. 


“Mr. Mors concluded that the 
American Company’s investors are not 
required to advance working cash cap- 
ital with which to carry on that com- 
pany’s service functions, since an anal- 
ysis made by him showed that the 
American Company receives the li- 
cense fee payments almost four weeks 
in advance of the average time it must 
meet its expenses. He did not make 
a study of the amount of American 
Company funds ‘held available’ for the 
Pacific Company or the cost thereof, 
it being his position that such cost 
would not be a proper charge to Pacific 
Company operating expenses. The 
Commission staff’s estimate of total 
allocated service costs properly charge- 
able to California operating expenses 
for both intrastate and interstate oper- 
ations was $2,395,000 for the year 
1946 and $2,393,000 for Test Period 
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B, and for intrastate operations alone, 
$1,816,000 for Test Period A and $1,- 
843,000 for Test Period B. 


“The difference between applicant’s 
and the Commission staff’s figures re- 
sults almost entirely from different 
views as to the function of the Amer- 
ican Company’s general department. 
Applicant’s position is that the general 
department holds its vast investments 
in the Bell System operating compa- 
nies solely as a service to those com- 
panies and in the interest of an efficient 
nation-wide communcation _ service, 
and that therefore all costs incurred by 
the general department should be 
passed on to the licensee companies 
and the Long Lines Department, ex- 
cept for minor amounts not related to 
the operating companies. The Com- 
mission staff witness agreed that the 
licensee companies should pay the cost 
of bona fide services which are of ben- 
efit to them, but contended they should 
not be required to pay also the costs 
which the American Company incurs 
as an investor in their securities. We 
are inclined to the latter view. While 
we realize that the amount of investor 
costs cannot be determined precisely, 
the staff’s estimate appears reasonable. 
With respect to American Company’s 
taxes, the Pacific Company’s sub- 
scribers should not be required to pay 
income and other taxes which result 
from the American Company’s earn- 
ings on its investments. 


“Mr. Gretz’ rebuttal criticism of the 
staff presentation, implying inconsis- 
tent treatment in allowing the return 
component of the American Compa- 
ny’s investment in physical facilities 
devoted to this service and not includ- 
ing the cost of ‘funds held available,’ 
indicates a possible misunderstanding 
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of proper regulatory procedure. It is 
well established that, in considering 
affliated relationships, the cost of prop- 
erties devoted to service should be 
included, irrespective of corporate 
lines. Mr. Mors has accomplished 
this by allowing a return on such prop- 
erties. 

“As to the ‘funds held available’ by 
the American Company, such moneys 
clearly have no place in a rate base, 
and we do not believe the cost of such 
funds is a proper charge to operating 
expense, being rather a financial cost 
to be met out of the net return to the 
extent that an independent company 
might find it necessary to do so. It 
would appear that ample compensation 
for any such costs is included in the 
interest charge of 23? per cent on ‘tem- 
porary advances,’ which is in excess of 
competitive costs for temporary fi- 
nancing. 

“The foregoing treatment accorded 
this so-called license agreement is 
based upon well recognized principles 
of law. It is an elementary rule of 
regulatory law, generally speaking, 
that a utility must bear the burden of 
showing by satisfactory evidence that 
all charges to operating expense are 
reasonable and have been reasonably 
incurred. (Smyth v. Ames [1898] 
169 US 466, 547, 42 L ed 819, 849, 
18 S Ct 418; Lindheimer v. IIlinois 
Bell Teleph. Co. [1934] 292 US 151, 
169, 78 L ed 1182, 1194, 3 PUR NS 
337, 54 S Ct 658.) 

“This rule applies with special em- 
phasis where the charge to operating 
expense is a charge made against the 
utility by an affiliate or by a holding 
company, which dominates and con- 
trols the utility. (Dayton Power & 
Light Co. v. Ohio Pub. Utilities Com- 


mission [1934] 292 US 290, 295, 
298, 307, 78 L ed 1267, 1273, 1279, 
3 PUR NS 279, 54 S Ct 647; Colum- 
bus Gas & Fuel Co. v. Ohio Pub. 
Utilities Commission [1934] 292 US 
398, 400, 78 L ed 1327, 1329, 4 PUR 
NS 152, 54 S Ct 763, 91 ALR 1403; 
Western Distributing Co. v. Kansas 
Pub. Service Commission, 285 US 
119, 124, 76 L ed 655, 658, PUR 
1932B 236, 52 S Ct 283; Smith v. 
Illinois Bell Teleph. Co. 282 US 133, 
152, 75 L ed 255, 265, PUR1931A 1, 
51 S Ct 65; San Diego v. San Diego 
Consol. Gas & E. Co. [1935] 39 Cal 
RCR 261, 274, 7 PUR NS 443.) 


“Tn such circumstances, transactions 
between a utility and an affiliate are 
not binding upon a regulatory body or 
the ratepayers of such utility, and con- 
tracts existing between a utility and 
an affiliate have no validity in a rate 
proceeding unless the terms thereof 
are within the bounds of reason. 
(Dayton Power & Light Co. v. Ohio 
Pub. Utilities Commission, supra, at 
p. 295 of 292 US and p. 1273 of 78 
L ed.) 

“The evidence in this proceeding 
clearly demonstrates that the Ameri- 
can Company dominates and controls 
applicant. Not only does the Amer- 
ican Company have the opportunity for 
such domination and control resulting 
from its ownership of an overwhelm- 
ing majority of applicant’s stock, but 
the evidence shows that the former 
does actually dominate and control the 
latter. The testimony of Mr. Gretz 
demonstrates this to be the fact. Al- 
so, the evidence of the relationship be- 
tween these two corporations, as car- 
ried out in actual practice, lends sup- 
port to this view. Therefore, we find 
as a fact that applicant, in carrying out 
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the terms of this so-called license 
agreement, exercises no independent 
judgment or will and the same is true 
concerning any action which the 
American Company directs applicant 
to carry out. It follows that the so- 
called license contract or agreement is, 
in fact and in law, not a contract or 
agreement but is in essence a directive 
or requirement imposed upon appli- 
cant by the American Company. We 
further find that the payment required 
to be made by applicant to the Ameri- 
can Company pursuant to this so- 
called license agreement is arbitrary, 
unreasonable and unjust and bears no 
rational relationship to the reasonable 
cost of the services actually rendered 
to applicant by the American Compa- 
ny and its affiliates. Unlike the situa- 


tion in Smith v. Illinois Bell Teleph. 
Co. supra, at p. 152 of 282 US and 
p. 265 of 75 L ed, we do have here 


directly in issue the abuse of intercor- 
porate relations. 

“In this connection, we point out 
that the Congress did not subject the 
American Company to the provisions 
of the Public Utility Holding Compa- 
ny Act of 1935. 


“For the foregoing reasons, we have 
disregarded this so-called license 
agreement in arriving at a reasonable 
charge to operating expense for the 
services furnished to applicant by the 
American Company. We _ hereby 
adopt the amounts of allocated costs 
recommended by the Commission 
staff. We may add that applicant has 
not borne the burden of proving that 
any greater allowance for such charge 
to operating expense should be recog- 
nized by this Commission.” 

What we there said, we reaffirm 
here. Nothing has come into this 
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record, which changes in any way our 
view of this subject as expressed in 
Decision No. 41416, supra. The fac- 
tual situation concerning this license 
contract is substantially the same to- 
day as it was when Decision No. 
41416 was issued. The major differ- 
ence is that the percentage payment 
has been reduced from 14 per cent to 
one per cent. The evidence of record 
in this proceeding all the more con- 
vinces us that what we said upon this 
subject in that decision was and is cor- 
rect and was and is fully substantiated 
by both law and fact. We find as a 
fact from the evidence of record in this 
order to show cause proceeding that 
the American Company dominates, 
controls and directs respondent in its 
operations and administration ; that re- 
spondent exercises no real, untram- 
meled and independent judgment in 
its negotiations, dealings and relation- 
ships with the American Company 
and, in arriving at understandings and 
agreements between respondent and 
said American Company, arm’s-length 
bargaining is not, in fact, engaged in, 
although an attempt, in some instances, 
is made by said parties to simulate the 
same; that, in effect, said American 
Company, when dealing with respond- 
ent, is merely dealing with itself for 
the reason that respondent and all 
wholly-controlled operating subsidi- 
aries of said American Company are 
treated as departments of one large na- 
tion-wide enterprise with operating 
and directing centralized control exer- 
cised by the American Company as the 
head or home office. The license con- 
tract, in and of itself, is evidence of 
domination of respondent by the 
American Company. The entire fac- 
tual situation on this issue compels the 
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conclusion and finding, and we do so 
hereby find, that the American Com- 
pany does actually dominate and con- 
trol respondent. A contrary holding 
would be entirely unrealistic. Domi- 
nation, usually, must be proven by cir- 
cumstantial evidence, for the reason 
that witnesses, rarely ever, will admit 
categorically that domination exists as 
a fact. 

Decision No. 41416, supra, has long 
since become final and is binding upon 
the respondent. The order to show 
cause procedure was employed in con- 
nection with this subject to give re- 
spondent every opportunity to show, 
if it could, any possible justification for 
continuing to be a party to the license 
contract. That this Commission had 
and has jurisdiction and authority to 
regulate, in the public interest, re- 
spondent’s participation in this license 
fee arrangement existing between it 
and the American Company, we en- 
tertain no doubt. The question was 
and is: Should this Commission ex- 
ercise its lawful regulatory authority 
in the circumstances? We are of the 
opinion that this question must be 
answered in the affirmative. 


[9] This license fee arrangement 
came into existence in the Bell Sys- 
tem in the year 1880. It was changed 
to a percentage of gross revenues pay- 
ment in 1902, the percentage being 
then established at 44 per cent. Over 
the years, this percentage payment has 
been gradually reduced to the present 
one per cent of gross revenues as a 
result of criticism and _ pressure 
brought to bear upon the American 
Company and its operating subsidi- 
aries by regulatory bodies and courts. 
This license contract is in evidence in 
this proceeding as Exhibit No. 4. An 
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examination of this document, to- 
gether with explanatory history, dem- 
onstrates that it is not an agreement 
reached by the process of arm’s-length 
bargaining and negotiation. It is 
clearly a one-sided arrangment in 
favor of the American Company and 
prejudicial to the respondent and its 
ratepayers. We find said contract to 
be arbitrary, unreasonable and unjust 
and, in law and in fact, not a contract 
but merely a requirement imposed up- 
on respondent by the American Com- 
pany. It is here pointed out that, un- 
der the express term of the contract as 
it now reads, the American Company, 
on four months’ notice, may increase 
the percentage payment to 2} per cent, 
without obtaining the consent of re- 
spondent. This contract works to the 


definite prejudice of the minority 
stockholders of respondent and to the 


unjust enrichment of the American 
Company, which owns 87.93 per cent 
of the capital stock of respondent, by 
its receipt not only of dividends as 
such majority stockholder but by the 
receipt of the percentage payments of 
gross revenues under this license ar- 
rangement. We shall advert to this 
phase of the situation later on in this 
decision. 

[10] The evidence in this record 
demonstrates that the principle of al- 
located costs is the desirable principle 
to adopt in fixing rates for this re- 
spondent, so far as the charges made 
against it by the American Company 
for services are concerned. This prin- 
ciple is realistic and is followed by the 
American Company in its financial 
dealings with its own Long Lines De- 
partment. If this principle is correct 
as applied to the Long Lines Depart- 
ment of the American Company, what 


140 





RE PACIFIC TELEPH. & TELEG. CO. 


rational argument can be offered to 
demonstrate that the same principle is 
improper as applied to the respondent 
and other operating subsidiaries? 
There is evidence in this record that 
officials of the American Company 
generally admit the correctness of the 
principle underlying the allocated costs 
basis. Witnesses for the respondent, 
under cross-examination, conceded the 
validity of the allocated costs basis. 
Furthermore, this treatment is general- 
ly accorded the operating subsidiaries 
of the Bell System by courts and regu- 
latory bodies in rate cases. Witnesses 
for respondent testified that the serv- 
ices rendered to respondent pursuant 
to said license contract were of a value 
in excess of the payments made by re- 
spondent thereunder. We find that 
such contention is not supported by the 
evidence. 

Whether or not the amounts of 
money actually paid by respondent to 
the American Company for services 
rendered to the former by the latter un- 
der this license contract, by coinci- 
dence, may approximate the correct 
charge to be made by the American 
Company, is wholly beside the point. 
It is the device employed that we are 
here concerned with, the proper regu- 
latory rule to promulgate, the proper 
principle to adopt, which will give cor- 
rect results in all situations and not in 
accidental situations. The percentage 
of gross revenues device is totally un- 
realistic and bears no rational rela- 
tionship to the reasonable cost of serv- 
ices rendered, reflects no causal or 
proximate connection or relationship 
between payments made thereunder 
and reasonable value of the service 
rendered and is neither supported by 
law, logic, nor elementary common 
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sense. The principle involved in the 
license contract, we find to be errone- 
ous; the device employed, the percent- 
age payment, we find to be a false 
measuring rod. Therefore, such de- 
vice should not be permitted to stand 
as a continuing burden upon the 
minority stockholders of respondent 
and as a constant threat to the intersts 
of the ratepayers and as a constant 
temptation to respondent, under the 
direction of the American Company, 
to use the payment of these excessive 
amounts as expenses as a constant 
argument in support of pleas for rate 
increases. 

Rate making is that process where- 
by past experience is projected into the 
future as a basis for prescribing rates 
to be charged by a public utility. If 
the past experience used is false or 
contains any element of falsity, to that 
extent will the forecasts for the future 
be false. It is our opinion that this 
false quantity resulting from the op- 
eration of this license contract should 
not be allowed to continue to confound 
rate proceedings in the future. 

[11-13] It is conceded by all that 
this Commission may disallow, for 
the purpose of rate fixing, any improp- 
er amounts paid by respondent under 
this license fee contract. It, therefore, 
follows that this Commission may take 
all reasonable measures to prevent the 
occurrence of that which it has the 
power to reject. 

It is elementary that a regulatory 
body may take all reasonable and nec- 
essary action to reach a permissible 
end and that in reaching such end or 
objective it may fashion tools and in- 
strumentalities best calculated to 
achieve that lawful end. There is a 
presumption of the existence of a state 
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of facts sufficient to sustain such end, 
if any such state of facts reasonably 
can be conceived. (Pacific States Box 
& Basket Co. v. White [1935] 296 
US 176, 185, 186, 80 L ed 138, 146, 
56 S Ct 159, 101 ALR 853; Thomp- 
son v. Consolidated Gas Utilities Corp. 
[1937] 300 US 55, 69, 81 L ed 510, 
518, 57 S Ct 364.) 

We are here prescribing a statute, 
so to speak, in the Commission’s legis- 
lative capacity, not unlike a statute or 
rule prescribing an accounting re- 
quirement or regulation in aid of regu- 
latory jurisdiction. It is not the ques- 
tion of the existence of power that we 
are concerned with but rather with a 
possible abuse of power. All power 
may be abused but that is no argu- 
ment against its existence. However, 
we see here no possible abuse of pow- 
er. 

Under the broad regulatory power 
granted to this Commission over the 
fixing of rates, the issuance of securi- 
ties and the general regulation and 
supervision of public utilities as pre- 
scribed by the state Constitution and 
the Public Utilities Act enacted pursu- 
ant to such Constitution (bearing in 
mind that the legislature has conferred 
upon this Commission power to regu- 
late and supervise public utilities un- 
limited by any provision of the state 
Constitution), it is our opinion that 
the authority of this Commission to 
prescribe the rule and regulation en- 
visioned by the order to show cause 
herein is quite obvious. The proposed 
rule and regulation lawfully could be 
promulgated by this Commission as a 
necessary incident to its power to fix 
rates, and to abate unreasonable, un- 
just and improper practices. (Section 
35, Public Utilities Act. American 
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Teleph. & Teleg. Co. v. United States 
[1936] 299 US 232, 246, 81 L ed 
142, 153, 16 PUR NS 225, 57 S Ct 
170.) 

Such rule and regulation lawfully 
could be prescribed by the Commission 
under its authority to control the is- 
suance of securities. It is clear that 
a rule and regulation of this nature is 
absolutely necessary to protect minor- 
ity stockholders of this respondent be- 
cause of the fact that the majority 
stockholder (the American Company) 
of respondent receives not only divi- 
dends on the 87.93 per cent of the cap- 
ital stock of the respondent, which the 
American Company holds, but also 
receives the percentage of gross rev- 
enue payments under the license con- 
tract. Any excessive payment under 
the license contract diminishes to that 
extent income that might be devoted to 


dividends and that is exactly what hap- 
pens as regards the minority stock- 


holders of respondent. However, the 
American Company is concerned not 
at all with this situation because of the 
fact that the diminution of income by 
payments made under the license con- 
tract goes into the treasury of the 
American Company. It is a public 
duty of this Commission to protect 
these minority stockholders and the 
prescription of the rule and regulation 
envisioned by this order to show cause 
is best calculated to afford that protec- 
tion. Furthermore, the excessive pay- 
ments made to the American Company 
by this respondent under the provi- 
sions of the license contract are 
charged to operating expenses of this 
utility and the accounting records of 
the respondent reflect these excessive 
payments. Thus, the financial picture 
that respondent presents to this Com- 
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mission is one reflecting these exces- 
sive charges to operating expenses. 
This financial picture, the respondent 
uses in its argument to this Commis- 
sion in support of its*requests for rate 
increases, 

In our opinion, this Commission has 
plenary power and authority to pre- 
vent this respondent from continuing 
to present a financial picture that con- 
tains this false quantity. The author- 
ity to remove an evil carries with it 
a concomitant authority to take the 
necessary measures to prevent that 
evil from occurring or continuing. 
Under the Commission’s plenary au- 
thority to prescribe accounting prac- 
tices for public utilities, such a rule 
and regulation could and should be is- 
sued. The uniform interpretation an- 
nounced by the courts with regard to 
the authority of regulatory bodies to 
prescribe uniform systems of accounts 
leaves no possible doubt that the pre- 
scription of this type of rule or regula- 
tion would well come within the pow- 
er of this Commission. We will refer 
more specifically to this particular sub- 
ject later on in this decision. 

It is a familiar rule of law that mat- 
ters normally not subject to regulation 
by a particular governmental authority 
may become subject to such regulation 
where it becomes necessary to regulate 
them in aid and protection of the pow- 
er to regulate matters admittedly sub- 
ject to regulation by the particular 
governmental authority. For instance, 
Federal regulatory bodies may regu- 
late intrastate matters—otherwise pro- 
hibited by the Federal Constitution—, 
where it becomes necessary to regulate 
such intrastate matters in aid and pro- 
tection of the admitted power of such 
agencies to regulate interstate matters. 
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Likewise, the Supreme Court of the 
United States has held that the Fed- 
eral Power Commission may value 
purely intrastate property, wholly ex- 
empt from its general regulatory ju- 
risdiction, as an incident and an aid 
to its general regulatory power over 
interstate public utilities. (Colorado 
Interstate Gas Co. v. Federal Power 
Commission [1945] 324 US 581, 
597-605, 89 L ed 1206, 1220-1224, 
58 PUR NS 65, 65 S Ct 829; Pan- 
handle Eastern Pipe Line Co. v. Fed- 
eral Power Commission [1945] 324 
US 635, 639-649, 89 L ed 1241, 
1246-1251, 53 PUR NS 100, 65 S 
Ct 821.) 

The evidence in this proceeding in- 
dicates that requisitioning of services 
may be a desirable procedure. Should 
actual experience, under the regulation 
we will prescribe herein, demonstrate 
that requisitioning is necessary, we 
shall further address ourselves to such 
subject at that time. 

[14] A requirement that respondent 
pay no more for services than the rea- 
sonable cost to the American Com- 
pany of performing them or the rea- 
sonable value of such services, which- 
ever is lesser, requires no more than 
the law itself requires and good regula- 
tory practice demands. (American 
Teleph. & Teleg. Co. v. United States, 
supra, 299 US at p. 246, 81 L ed 
at pp. 152, 153, 16 PUR NS 225; 
United States v. New York Teleph. 
Co. [1946] 326 US 638, 654, 90 L 
ed 371, 381, 62 PURNS 65, 66 S 
Ct 393.) Inthe New York Telephone 
Company Case, the Supreme Court 
points out that a holding company is 
not entitled to profit at the expense of 
its subsidiary. (P. 654 of 326 US.) 
If it can be said that the intercorporate 
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relationships existing between the 
American Company and the respond- 
ent are so commingled and interwoven 
that such relationships would render 
it difficult for the respondent to comply 
with the rule and regulation herein 
promulgated, the ready answer is that 
such situation is of the respondent’s 
own making and that of the American 
Company. It lies within the power of 
the American Company to simplify 
these relationships. Having not seen 
fit to do so, respondent and the Amer- 
ican Company must bear any brunt 
that results from these relationships, 
when subjected to lawful regulation. 

The contention by the respondent 
that such a rule and regulation would 
invade the domain of management is 
the contention that utilities have al- 
ways made when faced with threatened 
regulation. Of course, all regulation, 
to some degree, invades the domain of 
management and such regulation be- 
came necessary because management 
had not performed its function prop- 
erly. Section 31 of the Public Util- 
ities Act provides as follows: 

“The Railroad Commission” [now 
the Public Utilities Commission] “‘is 
hereby vested with power and jurisdic- 
tion to supervise and regulate every 
public utility in the state and to do 
all things, whether herein specifically 
designated or in addition thereto, 
which are necessary and convenient in 
the exercise of such power and juris- 
diction.” 

Were this provision not embodied 
in the Public Utilities Act, under the 
well-recognized principle of necessary 
and incidental powers, it would be im- 
plied. 

We perceive no conflict with the 
Federal power in issuing herein the 
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regulation, which we will prescribe, 
for the reason that its application will 
involve, as to rate regulation and ac- 
counting practices, only intrastate op- 
erations. As to regulation of securi- 
ties issues of this respondent, this 
Commission’s authority is not ques- 
tioned because of the fact that the Fed- 
eral power has not occupied this field, 
thus leaving this area of regulation to 
the several states. 

[15, 16] All contracts, no matter 
how lawful or valid, and property 
rights, no matter how long vested, are 
subject to impairment and even de- 
struction by the lawful exertion of the 
police power of the state. The con- 
tract clause of the Federal Constitu- 
tion affords no protection. This rule 
is elementary. The regulatory power 
exercised by this Commission is a 
branch of the police power. 

The contention made by the re- 
spondent that requiring the respondent 
to abandon the license contract and to 
pay no more than the reasonable cost 
of the services furnished to it by the 
American Company would confiscate 
the property of the American Compa- 
ny overlooks entirely the presence of 
the police power. Obviously, any ac- 
tion taken by this Commission that 
would remove any financial burden 
from the shoulders of the Pacific Com- 
pany would not confiscate the property 
or property rights of the Pacific Com- 
pany or prejudice it in any way. Con- 
versely, the American Company could 
not gain a vested right in any unlaw- 
ful or improper conduct it might en- 
gage in with its subsidiary, the Pacific 
Company. It must be borne in mind 
that special rules of law apply to the 
relationships existing between a dom- 
inating holding company and its sub- 
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sidiaries and affiliates. What might 
be proper for two corporations to do, 
when dealing at arm’s-length, might be 
highly improper for two corporations 
to do sustaining the same relationship 
one to the other as is the case with the 
American Company and this respond- 
ent. So, assuming for the purpose of 
argument only that the license contract 
is a valid one even as applied to the 
special relationship existing between 
the respondent and the American Com- 
pany, it does not follow that this Com- 
mission has not plenary authority and 
power to compel action on the part of 
the respondent that, in effect, would 
destroy entirely the relationship based 
upon this contract. Furthermore, we 


here point out that the relationship ex- 
isting between this dominating holding 
company (owning, as it does, 87.93 
per cent of the capital stock of respond- 
ent) and its subsidiary is a particular- 


ly appropriate subject for the opera- 
tion of the police power because of the 
evils so often inhering in such a rela- 
tionship. (American Teleph. & Teleg. 
Co. v. United States [1936] 299 US 
232, 246, 81 L ed 142, 152-153, 16 
PUR NS 225, 57 S Ct 170.) 
Additionally, it is here pointed out 
that the prescription of the type of rule 
and regulation, as is envisioned by the 
order to show cause, would be analo- 
gous to an accounting regulation or 
procedure. The uniform systems of 
accounts imposed upon public utilities 
by such agencies as the Federal Power 
Commission, Federal Communications 
Commission, Interstate Commerce 
Commission, and many of the state 
Commissions (including this Com- 
mission) require public utilities to 
write off hundreds of millions of dol- 
lars worth of alleged assets and the 
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courts have held uniformly that such 
requirement is perfectly valid. The 
utilities have generally contended that 
the imposition of such systems of ac- 
counts confiscates their property and 
denies them due process of law and the 
equal protection of the law. These are 
the contentions made by the respond- 
ent in the present proceeding. Any 
rights which this respondent or the 
American Company may claim under 
this alleged license contract are no 
more sacred than the rights claimed by 
the utilities to carry in their property 
accounts hundreds of millions of dol- 
lars worth of claimed assets, which 
the courts have uniformly held may 
be required to be written off under 
uniform accounting regulations. The 
Supreme Court of the United States 
has held that an accounting regulation 
will be upheld by that Court unless 
such regulation be so entirely at odds 
with fundamental principles of correct 
accounting as to be the expression of 
a whim rather than an exercise of 
judgment. (United States v. New 
York Teleph. Co. [1946] 326 US 638, 
655, 90 L ed 371, 382, 62 PURNS 
65, 66 S Ct 393; American Teleph. 
& Teleg. Co. v. United States, supra, 
299 US at p. 246, 81 L ed at p. 152, 
16 PUR NS at p. 234.) The forego- 
ing two cases decided by the Supreme 
Court of the United States are espe- 
cially appropriate to be considered in 
this proceeding for the reason that 
those cases involved the same corpo- 
rate combine which is involved in this 
proceeding. 

Based upon the evidence in this 
record, the Commission finds as fol- 
lows: 

1. That it is contrary to the public 
interest, the interest of respondent and 
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its minority stockholders and consti- 
tutes a continuing prejudicial threat to 
the interest of the ratepayers for re- 
spondent, directly or indirectly or un- 
der any color or guise or by any device 
whatsoever, to continue to make per- 
centage of gross revenues payments to 
the American Company pursuant to 
the provisions of said license contract. 

2. That it is in the public interest 
to order and direct respondent forth- 
with to discontinue such payments to 
the American Company pursuant to 
the provisions of said license contract. 

3. That it is in the public interest 
for this Commission to promulgate 
and to order and direct respondent to 
comply with the rule and regulation, 
which will be prescribed in the order 
following this opinion. 

Weare definitely of the opinion that 
this Commission should exercise its 


jurisdiction and authority in the prem- 
ises to regulate in the public interest 
the respondent’s participation in this 


license fee arrangement. The follow- 
ing order will provide for such regu- 
lation, which we hereby find to be in 
the public interest, the interest of re- 
spondent and the interest of the minor- 
ity stockholders of respondent. Said 
regulation we hereby find not to be ad- 
verse or contrary to the legitimate and 
lawful interests of the American Com- 
pany or any of its subsidiaries or af- 
filiates. 

The evidence in this record shows 
that, as applied to its California intra- 
state operations, $2,250,000 is a prop- 
er amount for respondent to charge, 
at this time, to operating expenses, on 
an annual basis, for services rendered 
to it pursuant to said license contract 
and we hereby find said amount to be 
the reasonable value of said services 
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and the reasonable cost for performing 
the same. The order contained in this 
decision will prescribe such require 
ment as a part of the regulation, which 
will be promulgated in said order. 
Any increase of the amount of $2,250, 
000 must receive the prior approval 
of the Commission before respondent 
may pay such increase. Of course, if 
said services should fall either in rea- 
sonable value or in reasonable cost be- 
low the amount of $2,250,000, re- 
spondent will be required to conform 
its payments to such facts and reduce 
said amount accordingly. 


ORDER 


The within order to show cause 
having been duly issued and hearings 
having been duly held thereon and said 
matter having been submitted for the 
decision of this Commission, and the 
Commission being fully advised in the 
premises, 

It is hereby ordered that, as applied 
to its California intrastate operations, 
respondent, The Pacific Telephone and 
Telegraph Company, hereafter, shall 
pay to the American Telephone and 
Telegraph Company, for services ren- 
dered by it or any of its affiliates to re- 
spondent, no more than the reasonable 
cost incurred in the rendition of such 
services or the reasonable value of said 
services, whichever is the lesser. That 
in determining the reasonable value of 
any service rendered, consideration 
shall be given, among other things, to 
what it would reasonably cost respond- 
ent to pérform such service with its 
own organization. Services rendered 
to respondent, which, in the judgment 
of the Commission, are not reasonably 
required by respondent shall not be 
paid for by respondent. Neither re- 
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spondent nor any officer, agent or ser- 
vant of respondent, by any device 
whatsoever or under any pretense or 
guise, directly or indirectly, shall com- 
mit any act or engage in any conduct 
which shall be calculated to circum- 
vent or evade the intent of this order. 

It is hereby further ordered that re- 
spondent shall file with this Commis- 
sion, by-monthly, a verified report 
showing for the immediately preceding 
2-calendar-month period all payments 
made by respondent to the American 
Telephone and Telegraph Company 
for services rendered to respondent by 
said American Telephone and Tele- 
graph Company and/or any of its af- 
filiates, together with an itemization of 
said services and the amount paid by 
respondent for each type of service 
rendered, such report to be filed not 
later than forty days after the close of 
the period, which it covers. Said veri- 
fied report shall show, for each type of 
service rendered, the total cost incurred 
by the American Telephone and Tele- 
graph Company or its affiliates in the 
rendition of said service to respond- 
ent, and the payment therefor by re- 
spondent on an_ allocated basis, 
segregated as to company-wide, total 
California and California intrastate 
operations. The first report shall be 
for the months of January and Feb- 
ruary, 1949, and shall be filed on or 
before April 9, 1949. 

It is hereby further ordered that, 
as applied to its California intrastate 
operations, the amount of $2,250,000, 
on an annual basis, shall be adopted 
by respondent as the base and starting 
point for the program and procedure 
prescribed by this order and respond- 
ent shall be entitled to pay, on an an- 
nual basis, to American Telephone and 
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Telegraph Company said amount for 
services rendered to respondent by 
American Telephone and Telegraph 
Company and/or its affiliates pursuant 
to said license contract. Provided, 
however, that said amount shall be 
adjusted to a lesser or greater amount 
as the facts and circumstances may 
warrant, but, in no event, shall re- 
spondent pay more than $2,250,000, 
on an annual basis, without first seek- 
ing and receiving the authority of this 
Commission so to do. 

This decision shall become effective 
after the expiration of twenty days 
from and after the date hereof. 

CRAEMER, Commissioner: I con- 
cur in that part of the majority order 
reading: ‘as applied to its California 
intrastate operations, respondent, The 
Pacific Telephone and Telegraph Com- 
pany, hereafter, shall pay to the 
American Telephone and Telegraph 
Company, for services rendered by it 
or any of its affiliates to respondent, 
no more than the reasonable cost in- 
curred in the rendition of such services 
or the reasonable value of said serv- 
ices, whichever is the lesser. That in 
determining the reasonable value of 
any service rendered, consideration 
shall be given, among other things, to 
what it would reasonably cost respond- 
ent to perform such service with its 
own organization” and “as applied to 
its California intrastate operations, 
the amount of $2,250,000, on an an- 
nual basis, shall be adopted by respond- 
ent as the base and starting point for 
the program and procedure prescribed 
by this order and respondent shall be 
entitled to pay, on an annual basis, to 
American Telephone and Telegraph 
Company said amount for services 
rendered to respondent by American 
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Telephone and Telegraph Company 
and/or its affiliates pursuant to said 
license contract. Provided, however, 
that said amount shall be adjusted to 
a lesser or greater amount as the facts 
and circumstances may warrant.” 
This procedure, though the record 
may not definitely establish the actual 
result, is a reasonable and wholly prop- 
er course to pursue in a rate proceed- 
ing. The difference in the charges 


under the present license contract pro- 
vision and the maximum base and 
starting point proposed by the order is 
approximately $250,000 before income 
taxes. A test of the proposed method 
as set forth in the order will readily 
establish its actual cost and the extent 
to which savings can be made. 


RowELt, Commissioner: I dissent 
from the foregoing opinion and order. 





FEDERAL POWER COMMISSION 


Re Sho-Me Power Corporation 


Docket No. E-6172 
December 9, 1948 


PPLICATION for authority to sell electric utility facilities ; 
A dismissed for want of jurisdiction. 


Consolidation, merger, and sale, § 4.4 — Jurisdiction of Federal Power Commis- 
sion — Local distribution facilities. 
The sale of an electric company’s facilities used in the local distribution of 
energy transmitted in interstate commerce, not involving the sale of all of 
its facilities, is not subject to the requirements of § 203 of the Federal 
Power Act, 16 USCA § 824b, and therefore an application for authority to 
sell the same should be dismissed for want of jurisdiction. 


* 


By the Commission: Sho-Me Pow- 
er Corporation (hereinafter “appli- 
cant”), a corporation having its prin- 
cipal business office at Marshfield, 
Missouri, filed its application on Octo- 
ber 20, 1948, pursuant to § 203 of the 
Federal Power Act, 16 USCA § 824b, 
for an order authorizing it to sell cer- 
tain of its electric utility properties 
and facilities. 

It appears to the Commission that: 

(a) Applicant proposes to sell to 
the city of Cuba, Missouri, those facil- 


ities comprising the 2300/240/120 
volt electric system owned by appli- 
cant within the corporate limits of the 
city of Cuba, for a base price of 
$55,680. 

(b) Applicant proposes to sell to 
the Ozark Border Electric Cooper- 
ative those electric facilities owned by 
applicant in and around the city of 
Puxico, Missouri, consisting of a 200- 
kilowatt internal combustion generat- 
ing plant, a 13.8/2.3-kilovolt substa- 
tion, approximately 10.85 miles of 
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13.8-kilovolt transmission lines, ap- 
proximately 5.13 miles of 2,300-volt 
distribution lines and certain miscella- 
neous properties. The base price for 
the properties to be sold to the Ozark 
Border Electric Cooperative is $65,- 
522. 

(c) Applicant proposes to sell 
to the Scott-New Madrid-Mississippi 
Electric Cooperative the electric facil- 
ities consisting of approximately 27.21 
miles of 13.8-kilovolt transmission 
lines, 10 miles of 2,300-volt lines, 4 
substations and the electric distribu- 
tion systems in the communities of 
Advance, Bell City, Heagy, Messler, 
Pointon, Perkins, Randles, and Stur- 
divant, all in Missouri, totaling about 
8.36 miles of 2,300-volt lines. The 
base price for these properties is 
$98,068. 

(d) Written notice of the aforesaid 
application has been duly given to the 
Public Service Commission of Mis- 
souri and to the governor of that state. 
Notice of the application was also pub- 
lished in the Federal Register on 
October 27, 1948 (13 FR 6304) stat- 
ing that any person desiring to be 
heard or to make any protest with ref- 
erence to the application should file a 
petition or protest on or before 
November 10, 1948. No protest or 
petition or request to be heard in op- 
position to the granting of such appli- 
cation has been received. 

(e) The Public Service Commis- 
sion of Missouri, by order dated 
September 16, 1948, has approved the 
transactions set forth above. 

The Commission finds that: 


(1) Applicant is a corporation or- 
ganized and existing under and by 
virtue of the laws of the state of Mis- 
souri. It owns and operates facilities, 
among others, for the transmission 
and sale at wholesale of electric en- 
ergy which is transmitted from the 
states of Arkansas and Kansas and 
consumed at points outside the state 
in which it was generated, which facil- 
ities are in addition to and do not 
include facilities for the generation of 
electric energy, facilities used in local 
distribution, or only for the transmis- 
sion of electric energy in intrastate 
commerce, or facilities for the trans- 
mission of electric energy consumed 
wholly by the transmitter. Applicant 
is, therefore, a public utility within 
the meaning of that term as used 
in § 203 of the Federal Power Act, 
supra. 

(2) The proposed transactions re- 
ferred to in paragraphs (a), (b), and 
(c) above, do not involve the sale by 
applicant of all of its facilities, or of 
facilities presently used for the trans- 
mission or sale at wholesale of electric 
energy in interstate commerce within 
the meaning of the Federal Power Act, 
except that the facilities referred to in 
paragraph (a) above are used in such 
transmission but all of those facilities 
are used in the local distribution of the 
energy so transmitted. All of such 
transactions are therefore not subject 
to the requirements of § 203 of the 
Federal Power Act, supra. 

The Commission orders that the 
application be and the same hereby is 
dismissed for want of jurisdiction. 














KANSAS STATE CORPORATION COMMISSION 


Re Hugoton Gas Field 


Docket No. 35,154-C (C-1868) 
February 23, 1949 


PPLICATION of certain royalty owners in gas field requesting 
A orders as to fixed price and measurement regulations ; mini- 
mum price fixed pending further investigation. 


Procedure, § 13 — Scope of proceeding — Gas regulation. 


1. A proceeding on the application of royalty owners in a natural gas field 
requesting orders as to a fixed price for gas at the wellhead is not an appro- 
priate proceeding for Commission consideration of changes in standards for 
measurements of gas taken from the wells, p. 152. 


Commissions, § 17 — Source of jurisdiction — Constitution and statutes. 


2. Jurisdiction which the Commission has must necessarily arise through 
constitutional authority, inherent powers, or statutory authority, p. 155. 


Gas, § 9 — Conservation — Avoidance of waste. 


3. A fundamental and underlying requirement of the gas conservation stat- 
ute is that the production of natural gas in such manner and under such 
conditions and for such purposes as to constitute waste is prohibited, p. 155. 


Gas, § 3 — Duties of Commission — Prevention of waste. 
4. The Commission is required by the gas conservation statute to promulgate 
rules and regulations for the prevention of waste of natural gas, and the 
Commission is authorized to employ any and all means to prevent the waste 
of gas, p. 155. 


Gas, § 2 — Powers of state — Protection of landowners. 


5. The state has power through an appropriate body to impose reasonable 
regulations to prevent waste in the production, handling, and marketing of 
gas, and the state may make reasonable regulations for the protection of 
landowners and other parties in interest in taking gas from a common source 
of supply and prevent a group of individuals from taking undue proportions 
thereof to the detriment of others, p. 156. 


Gas, § 9 — Conservation — Waste from differentials in price. 
6. Inequities and discriminations in price among the various parties in inter- 
est involved in the production, handling, and marketing of natural gas give 
rise to waste, and the Commission is required to take steps for the conserva- 
tion of gas from common sources of supply and to see that inequities do not 
arise so as to be violative of correlative rights in the field, p. 156. 


Gas, § 3 — Powers of Commission — Natural gas price at wellhead. 
7. The Commission has authority and power under the gas conservation 
statute to resolve and adjust inequities in prices paid to landowners, in order 
to retard the wastage of gas by prices that are so low that waste results 
therefrom, p. 156. 
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Commissions, § 11— Implied jurisdiction. 
8. Commission jurisdiction may be reasonably drawn by implication from 
statutes delegating authority to the Commission, p. 157. 

Gas, $ 3 — Jurisdiction of Commission — Minimum price at wellhead. 
9. The Commission has jurisdiction, under the gas conservation statute, to 
establish a minimum fixed price at the wellhead for natural gas when fixing 
a minimum price is a necessary or appropriate regulatory means of giving 
effect to the intent and purpose of the statute relating to the production and 


conservation of natural gas, p. 158. 


By the Commission: At the outset 
of this opinion it is well to observe 
that the categorical question to be con- 
sidered is whether the Commission 
can assume jurisdiction and entertain 
the amended application filed herein as 
it relates to its authority and power 
to fix the price of natural gas at the 
wellhead. Other questions may not 


be resolved until this jurisdictional 
question is determined. 

To compendiously narrate the se- 
quence of events leading to the conclu- 


sion in the determination of the juris- 
dictional question is considered desira- 
ble. This proceeding was initiated by 
the filing of an application on Febru- 
ary 6, 1948, by the Southwest Kansas 
Royalty Owners Association and cer- 
tain individuals as applicants in which 
it was requested that the Commission 
issue orders as to a minimum fixed 
price? at the wellhead and prescribe 
measurement regulations in the Hugo- 
ton Gas Field * of Kansas. The asso- 
ciation represents landowners, royalty 
owners, and producers in the field and 
the individual applicants were for the 
most part landowners and royalty 
owners. Subsequent to the filing date, 
pleadings were filed by certain pipe- 
line companies as protestants and in- 
tervenors which are not of sufficient 


import to require elaboration here ex- 
cept to point out that the question of 
the Commission’s jurisdiction in the 
matter was timely raised. 

The Commission issued a notice for 
a hearing for July 19, 1948, which 
hearing, the notice related, was for the 
sole purpose of presenting and hearing 
oral and written arguments as to the 
legal questions involved including ju- 
risdiction. Hearing was held on July 
19 and 20, 1948, at which time ap- 
pearances were entered on behalf of 
the applicants, Northern Natural Gas 
Company, Panhandle Eastern Pipe 
Line Company, Kansas-Nebraska 
Natural Gas Company, Columbian 
Fuel Corporation, Western Natural 
Gas Company, Kansas Power and 
Light Company, Cities Service Gas 
Company and the Commission. Vari- 
ous pleadings were filed and argu- 
ments made including those which 
again raised the question of jurisdic- 
tion. 

On August 4, 1948, an amended ap- 
plication was filed which included oth- 
er applicants who were producers in 
the field. The additional applicants 
were White Eagle Oil Company, a cor- 
poration; Benedum-Trees Oil Com- 
pany, a corporation; Trees Oil 
Company, a corporation; Pioneer Pe- 





1 Further reference to “price” in the opin- 
ion refers to wellhead price unless otherwise 
stated. 
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Further reference to “field” in the opin- 
ion refers to the Kansas portion of the Hugo- 
ton Gas Field unless otherwise stated. 


77 PURNS 








troleum Company, a corporation ; Kin- 
ney-Coastal Oil Company, a corpora- 
tion; and Howard Kuhn and Walter 
Kuhn, as individuals. Subsequent 
public hearings were held on October 
18-22, 1948, inclusive, and on Decem- 
ber 13-15, 1948, inclusive, respective- 
ly. Various pleadings were filed and 
orders entered in the interim from the 
inception of this proceeding to the final 
hearing in December. These are not 
deemed sufficiently important to dis- 
cuss here with one exception and that 
is to point out that the Commission in 
an order dated October 7, 1948, inter 
alia, related that it had not determined 
the question of jurisdiction raised by a 
previous motion to dismiss. At the 
hearings in October and December the 
Commission permitted the applicants 
to present their case in chief, reserving 
the determination of the jurisdictional 
question until a later date. Although 
the protestants and intervenors were 
accorded the privilege of offering evi- 
dence, only one, Kansas-Nebraska 
Natural Gas Company, did so. 


Legislative History 


The Commission is a creature of 
legislative enactment. All of its au- 
thority, duties, powers, and jurisdic- 
tion are delegated to it by the legis- 
lature. The predecessor commissions 
were strictly public utility regulatory 
bodies. The State Corporation Com- 
mission was created in 1933 and all 
powers, duties, authority, and juris- 
diction of its immediate predecessor 
were conferred upon the newly cre- 
ated commission.® 


In 1935 the Kansas legislature 
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adopted the first general gas conserva- 
tion statute. The Commission was 
by this act vested with the authority 
of administering this new law which 
dealt with the production and con- 
servation of natural gas in the state. 
The gas conservation statute was re- 
written in 1945. The new act did not 
in any materiality, as it respects this 
proceeding, amend or modify the orig- 
inal act. What the new act essentially 
accomplished was to strengthen the 
gas conservation laws and the position 
of the Commission in fulfilling its ob- 
ligation to the state. 

In furtherance of carrying out the 
mandate of the legislature, the Com- 
mission on March 21, 1944, promul- 
gated the Basic Proration Order for 
this field.* Likewise, by legal order 
there has been adopted the General 
Rules and Regulations for the Con- 
servation of Crude Oil and Natural 
Gas.?. The Hugoton Gas Field is one 
of the largest gas fields in the world. 
In comparatively recent years the field 
has developed rapidly and has experi- 
enced a remarkable growth. The state 
is now penetrated by numerous pipe 
lines which transport gas from the field 
to markets not only in Kansas but to 
those in the states of Colorado, 
Wyoming, Nebraska, South Dakota, 
Iowa, Minnesota, Missouri, Illinois, 
Indiana, Ohio, and Michigan. During 
1948 the total withdrawals from the 
field exceeded 166 million thousand 
cubic feet. 


Measurement Regulations 


[1] Before we take up a discussion 
as to the power and authority of the 
Commission to fix the price of natural 





8 Laws 1933, Chap 275; Laws 1933, Chap 79 
(Special Session). 
*Laws 1935, Chap 213. 


5 Laws 1945, Chap 233. 
® Docket No. C-164, Order No. 44-3-21. 
7 Rule 82-2-100 et seq. 
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gas at the wellhead, we desire to treat 
briefly two phases of the amended ap- 
plication relating to measurement 
standards and ratable taking. 

While regarded as of secondary im- 
portance in this proceeding, it needs 
amplification in a few minor details. 
That the Commission has the author- 
ity and power to prescribe and estab- 
lish measurement regulations cannot 
be denied. The Commission’s general 
rules and regulations relating to the 
conservation of natural gas provide in 
Rule 82—2-201, a definition for a “cu- 
bic foot” of gas which is statewide in 
effect. This definition was estab- 
lished under authority of GS 1947 
Supp 55-704, pursuant to notice and 
after public hearing. 

We interpret the applicants’ conten- 
tion here to be that the pipe-line com- 
panies and purchasers are buying gas 
on one measurement basis at the well- 
head and then selling it after trans- 
portation to some distant point on an- 
other basis, all of which is to the 
advantage of the pipe-line companies 
and purchasers. A perusal of some of 
the gas purchase contracts in this rec- 
ord reflects that the measurement 
standard of the Commission, as pre- 
scribed in the above-mentioned rule, 
has been incorporated in these con- 
tracts. There may be merit in the con- 
tention that the standards of measure- 
ment of a “cubic foot” of gas should 
be uniform. 


We are of the opinion, however, 
that this is not an appropriate pro- 
ceeding for us to consider changes in 
measurement standards. Changes in 
the definition of measurement units 
should be accomplished at a public 
statewide hearing and be applicable to 
all natural gas fields in the state alike. 
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We do not construe the amended ap- 
plication as contending in this respect 
that we should change our general 
rules and regulations, however, if 
changes were made for only this field, 
it would discriminaté to the detriment 
of the other gas fields in Kansas. 
Therefore, the Commission concludes 
that it cannot grant the applicants the 
relief sought in this respect in this pro- 
ceeding. 

We are by an appropriate order this 
day instituting an investigation in 
Docket No. 34,780-C (C-1825) to 
determine whether the variances of 
units of measurement at which nat- 
ural gas is being purchased, sold and 
resold in Kansas permits the compila- 
tion of accurate statistical data of the 
gas fields of Kansas; presents correct 
tabulations of the amounts of gas with- 
drawn from said fields; produces ine- 
qualities in assessment and taxation; 
causes confusion for accounting and 
analytical purposes; is conducive to 
waste; is discriminatory against vari- 
ous parties of interest and whether pe- 
culiar inequities are created because of 
the variances in units of measurement. 


Ratable Taking 


The request of applicants for a reg- 
ulation requiring pipe-line companies 
and purchasers to take and produce 
ratably from each developed lease in 
the field has been carefully considered. 
The Commission is of the opinion that 
the evidence offered by the applicants 
does not suffice to prove their conten- 
tion in respect to ratable taking. The 
Commission is this day, however, en- 
tering an order on its own motion in 
Docket No. C-164 for the purpose of 
determining whether existing orders, 
rules, and regulations are sufficient in 
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scope to require ratable taking from 
each and every well in the field ; wheth- 
er the practice of ratable taking from 
each and every well in the field exists ; 
whether individual well problems as to 
ratable taking should be considered 
and governed by separate orders, or 
whether under the existing orders, 
rules, and regulations it is necessary 
to make amendments, alterations and 
changes for the protection of correl- 
ative rights; conservation of natural 
gas; orderly development of the field; 
ratable taking, and for such other ac- 
tion as the Commission may deem just 
and proper in the premises. 


Field History 


The history of the field is a novel 
and romantic one and for a back- 
ground of this controversy about price 
and price fixing, certain historical data 


should be recounted. Gas was first 
discovered in commercial quantities in 
the field in 1922, but it was not until 
1927 that the generally accepted dis- 
covery well was drilled. The next few 
years, following the trend of world- 
wide economic conditions, active de- 
velopment in the field was thwarted 
due to the depression. The pioneers 
in the field were for the most part in- 
dividuals and small concerns without 
substantial and adequate financial re- 
sources. During the middle thirties 
big pipe-line companies began to ac- 
quire extensive acreages, which activ- 
ity culminated in a race among them- 
selves to develop markets for the 
commercial sale of gas in the states 
heretofore mentioned. The present 
known area of the field underlying 
nine counties of Kansas is approxi- 
mately 65 miles long and 40 miles 
wide. As of February 1, 1949, there 
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were 1,400 wells® taking gas from this 
common source of supply. It is an- 
ticipated that when the ultimate devel- 
opment of the field is reached the total 
number of the wells will be approxi- 
mately 3,000. The estimated reserves 
of the Hugoton Gas Field which ex- 
tends into Oklahoma and Texas is 20 
trillion cubic feet with an estimated 12 
to 14 trillion cubic feet in the Kansas 
portion, the estimates differing some- 
what according to the pressure base 
and the abandonment pressures used. 

For many years Hugoton gas had 
only nominal value, if any, primarily 
because there were no transportation 
facilities to deliver it to available po- 
tential markets. The seller in those 
years found himself in a buyer’s mar- 
ket and strangely enough much acre- 
age went begging for the want of a 
buyer. Consequently, competitive 
bidding for acreage was lacking from 
the inception of the field until compar- 
atively recent times. The landowners 
actually were in the position of accept- 
ing what they were offered for the 
right to explore their lands for gas 
and then frequently on unconscionable 
terms. The lease contracts always en- 
tered into obligated the landowners 
for long terms of years and in most 
instances for the life of the field. It 
cannot be fairly said that the intrinsic 
value of the gas was a part of the 
consideration for the contracts be- 
tween seller and purchaser. That in- 
equities in price exist and have existed 
in the field in astounding proportions 
is generally conceded. 

The Commission has been gravely 
concerned in the public interest over a 
period of time as to the heavy with- 
drawals of this irreplaceable natural 





8 February, 1949, status report. 
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resource from the vast common source 
of supply, but more in particular has it 
been disturbed by the low price being 
paid at the wellhead to the landowners 
and royalty owners. It unequivocally 
cannot be said that fair and reasonable 
prices at the wellhead have prevailed 
for this great natural resource as a 
fuel. Furthermore, no semblance of 
economic values will sustain a conten- 
tion that the price of natural gas from 
the field is comparable in price to other 
fuels, namely, coal and oil. The price 
of gas is substantially and consider- 
ably less. 

It is not fiction, but a reality, that 
there are inequities in the price of gas 
in the field at this writing. Wells side 
by side, in the knowledge of the Com- 
mission, will reflect wide variations in 
price and the price of gas at the well- 
head, at the present time, bears no sub- 
stantial relationship to the price at the 
burner tip. 


Fundamental Legal Precepts 


[2] Jurisdiction which the Com- 
mission has must necessarily arise 
through constitutional authority, in- 
herent powers or statutory authority. 
That the Commission has no constitu- 
tional authority is obvious and no in- 
herent powers attain, therefore, as it 
possesses only statutory authority, 
such authority must be explored to de- 
termine if jurisdiction can be asserted 
in this instance. 


[3,4] A fundamental and underly- 
ing requirement of the gas conserva- 
tion statute is that the production of 
natural gas in such manner and under 
such conditions and for such purposes 
as to constitute waste is prohibited.® 


Waste is defined” by the legislature 
as follows: 

“That the term ‘waste’ as herein 
used in addition to its ordinary mean- 
ing shall include economic waste, un- 
derground waste and surface waste. 
Economic waste, as used in this act, 
shall mean the use of natural gas in 
any manner or process except for effi- 
cient light, fuel, carbon black manufac- 
turing and repressuring, or for chem- 
ical or other processes by which such 
gas is efficiently converted into a solid 
or a liquid substance. - 

If the Commission has the power 
and authority to fix the price of gas, 
can it do so under the provisions of the 
gas conservation act pertaining to 
waste? 

The modern day concept of conser- 
vation is that it is the state’s duty on 
behalf of the general public to prevent 
wasteful exploitation of its irreplace- 
able natural resources. Conservation 
is the antithesis of waste in any form. 
The law does not recognize the indis- 
putable right to produce gas as an ex- 
clusive right but predicates the right 
on the ability to do so without waste. 


The plain legislative intent that the 
wasteage of gas be prohibited is so 
clear and so explicit that none can 
deny that the legislature meant that 
waste of natural gas was not to be tol- 
erated. It went further than that, it 
said that the Commission should pro- 
mulgate rules and regulations for the 
prevention of waste. The legislature 
did not use the term, “may,” but said 
“shall.” In other words the Com- 
mission has been authorized to employ 
any and all means to prevent the waste 
of gas. 





9G. S. 1947 Supp. 55-701. 
10 G. S. 1947 Supp. 55-702. 
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[5-7] The Commission has broad 
and comprehensive powers that are 
manifest by the clear reading of the 
gas conservation statute. It is well 
recognized that the state has the power 
through an appropriate body to im- 
pose reasonable regulations to prevent 
waste in the production, handling and 
marketing of gas. Thestate may 
make reasonable regulations without 
doubt for the protection of landowners 
and other parties of interest in taking 
gas from a common source of supply 
and prevent a group of individuals 
from taking undue proportions thereof 
to the detriment of others. 

Inequities and discriminations in 
price among the various parties of in- 
terest lead only to the logical conclu- 
sion that waste arises from differen- 
tials in price. The statute is definitely 
specific that this Commission shall 
take steps for the conservation of gas 
from common sources of supply and to 
see that inequities do not arise so as 
to be violative of correlative rights in 
the field. The legislature even went 
as far as to say that the Commission 
shall proceed, in such a manner “, . . 
and as the Commission may find nec- 
essary and proper to carry out the 
spirit and purposes of this act.” ™ 

For a state agency to crystallize the 
intendment of the legislature it must 
take a practical approach in accom- 
plishing the objectives sought to be 
achieved by legislative enactment. The 
predominating theme of the theory of 
gas conservation is the prevention of 
waste. It is essential that the methods 
pursued in carrying out the legislative 
mandate be made effective. 

In addition to the term ordinary 


meaning of waste as prescribed in the 
statute, the statute also includes eco- 
nomic waste, underground waste and 
surface waste. Taking the definition 
from any standard dictionary leads 
only to the conclusion, however, that 
the legislature did not mean anything 
other than what it said, viz: ordinary 
meaning. This term stems from the 
objectives of the act, and with such 
definition the logical conclusion fol- 
lows that the legislative intent was to 
confer upon the Commission the au- 
thority and power to resolve and ad- 
just inequities in price in order to re- 
tard the wastage of gas by prices that 
are so low that waste results there- 
from. It might be further said in this 
respect that the original oil and gas 
conservation statutes were passed in 
the early thirties. Both statutes have 
great similarity. In the original oil 
conservation act in 1931 the legis- 
lature made no mention of price fixing, 
but .at the time of the revision in 
1939," the legislature specifically said 
in part: “. . . That nothing con- 
tained herein is intended to vest the 
Commission with authority to fix the 
price of crude oil ‘« em years 
(1945) after the legislature prescribed 
by the new oil statute (1939): that the 
Commission is not vested with the au- 
thority to fix the price of crude oil it 
placed no express limitation on the 
Commission fixing the price of gas at 
the wellhead. If the legislature had 
intended not to give the Commission 
the power as a conservation measure 
to fix the price of natural gas at the 
wellhead it would have been just as 
explicit as it was in the oil statute. 
This it clearly did not do. 





12 G. S. 1947 Supp. 55-704, 
18 Laws 1931, chap 226. 
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RE HUGOTON GAS FIELD 


A cheap price placed on any com- 
modity depreciates its usefulness. 
With the variation and fluctuation in 
field prices, it is highly conceivable 
that the prevailing low prices for this 
irreplaceable natural resource leads to 
the inescapable conclusion that waste 
occurs because of the low prices. This 
we think is contrary to the intent and 
spirit of conservation laws and prac- 
tices in this state. It is further the 
opinion of this Commission that it is 
a duty required and a trust imposed 
that where any discriminations in price 
exist in the field, the Commission 
should take steps to correct them. The 
statute is clear that the Commission 
shall so regulate the taking of natural 
gas from any and all such common 
sources of supply within this state as 
to prevent the inequitable or unfair 
taking from such common source of 
supply by any person, firm, or corpo- 
ration and to prevent unreasonable 
discrimination in favor of or against 
any producer in any such common 
source of supply. The legislature said 
specifically that the Commission in 
promulgating rules and regulations 
should take into consideration certain 
conditions and then it went one step 
further and said “. and such 
other factors, conditions, and circum- 
stances as may exist in the common 
source of supply under consideration 
at the time as may be pertinent. 

.’% The Commission cannot 


shut its eyes to the fact that conditions 
and circumstances in the field at the 
present time reflect obvious differences 
in the price of gas at the wellhead 
whereas the quality of the gas remains 


virtually constant. The price of the 
gas when delivered in Omaha, Ne- 


1G. S. 1947 Supp. 55-703. 
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braska, Detroit, Michigan, or else- 
where will have approximately the 
same BTU content, but the gas com- 
ing from different wellheads may re- 
flect variances and inequities in price. 

The Commission can assume only 
those powers and exercise such rights 
as are granted to it by the legislature. 
Presumption of jurisdiction cannot be 
sanctioned unless by express authority 
or where such power is necessarily in- 
cidental to the authority imposed by 
the legislature. It seems clear to us, 
indeed, that the legislature has used 
language appropriate to express such 
intent and has specified with particu- 
larity the authority for us to assume 
jurisdiction in this proceeding. The 
measure of jurisdiction of the Com- 
mission is to be found in a considera- 
tion of the power granted it and cer- 
tainly must be read and construed with 
relationship to and in conjunction with 
the purposes of the statute in its entire- 
ty. The statute in this instance is sole- 
ly and exclusively one of gas conserva- 
tion. 


Conclusion 


[8] There are two prevalent lines 
of thought in this country which re- 
late to the jurisdictional confines of 
Commissions such as ours. The first, 
which is a minority view, is that juris- 
diction cannot be assumed where it 
has not been specifically granted by the 
statute, consequently if jurisdiction is 
to be invoked, it must be made to 
affirmatively appear on the statute 
books. The majority rule is that as 
a Commission possesses all of its au- 
thority by delegation from the legis- 
lature, through statutory enunciation, 
jurisdiction then may be reasonably 
drawn by implication. As between 
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these two rules this Commission sub- 
scribes to the latter. 

[9] Statutes are to be liberally in- 
terpreted in the interest of gas con- 
servation. We accept the belief that 
the legislature implied the competence 
of jurisdiction to fix the price of nat- 
ural gas at the wellhead in the interest 
of the prevention of waste and that 
there is implied authority in the gas 
conservation statute in its entirety for 
us to entertain the amended applica- 
tion. It is our considered judgment, 
therefore, that the subject matter be- 
fore us has met the test of the ma- 
jority rule. The administrative proc- 
esses of law must be such that a 
legislatorially created body must fulfil 
the duties imposed by the legislature 
and carry out the powers conferred 
upon it. ; 

The transcript of testimony in this 


proceeding is replete with undisputed 
evidence of variations in price paid in 
the field by the several purchasers 
without particular reference to the 


BTU content of the gas. The records 
of this Commission fully support such 
evidence. There has been no contra- 
diction in this record that wide vari- 
ations do exist in price being paid, nor 
can anyone with any knowledge of the 
field seriously contend that the various 
prices being paid under present con- 
ditions have a pronounced bearing on 
the delivered price to ultimate consum- 
ers. We are of the opinion that this 
Commission has jurisdiction and au- 
thority to establish a minimum fixed 
price at the wellhead in this field when 


fixing a minimum price is necessary or 
appropriate regulatory means of giv. 
ing effect to the intent and purpose of 
the statute relating to the production 
and conservation of natural gas. We 
are of the further opinion that the price 
of gas being paid generally in the field 
is inadequate and too low. 

The evidence offered at the hearings 
in this proceeding is not sufficient to 
permit us to determine finally what a 
reasonable and fair minimum fixed 
price at the wellhead should be in the 
field. There is evidence however to 
convince us that until such final deter- 
mination such price being paid at the 
wellhead should not be less than 8 
cents per thousand cubic feet. As of 
this day the Commission on its own 
motion is instituting by interim order 
an investigation of prices being paid 
at the wellhead in the field. This in- 
terim order also fixes a minimum price 
at the wellhead to be paid by pipe- 
line companies and purchasers at 8 
cents per thousand cubic feet until 
further notice. The interim order sets 
out the method of implementation 
therein. 

We, accordingly, therefore, con- 
clude that the Commission has juris- 
diction of the subject matter in this 
respect. It is our belief that the as- 
sumption of jurisdiction here by the 
Commission will square on all fours 
with the legislative intent. Appropri- 
ate orders in conformance with the 
views heretofore expressed will be en- 
tered in this Docket No. 35,154-C 
(C-1868). 
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INDIANA PUBLIC SERVICE COMMISSION 


Re Danville Waterworks 


No. 20990 
January 5, 1949 


PPLICATION for authority to increase municipal plant rates for 
yi \ extraterritorial water service; granted. 


Rates, § 429 — Municipal plants — Extraterritorial service. 
A municipal water plant was authorized to charge an additional rate for 
service to consumers living outside the corporate limits, for whom an addi- 
tional expense was incurred in repairing and maintaining water pipes, since 
the burden of that expense should be placed on those for whose benefits the 


mains were installed and used. 


APPEARANCES: J. Gordon Gibbs, 
Attorney at Law, Danville, for peti- 
tioner; Robert E. Jones, Assistant 
Public Counsellor for the public. 


By the Commission: On October 
14, 1948, the Danville Waterworks, 
hereinafter referred to as “petitioner,” 
filed a petition with this Commission 
setting out in substance that it is a 
public utility engaged in supplying 
water to consumers in, and immediate- 
ly outside, the corporate limits of the 
town of Danville; that the present rate 
structure is discriminatory, being more 
favorable to those customers outside 
the corporate limits of said town; that 
the same should be equalized by an in- 
crease of $1.50 per quarter per cus- 
tomer over and above the prevailing 
authorized water rate, and praying by 
way of relief that the Commission 
grant such increase in rates to those 
customers outside of the corporate 
limits of the town of Danville. 

Pursuant thereto and to the publica- 
tion of legal notice of said hearing in 
two newspapers of general circulation 
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in said county more than ten days prior 
to the date of said hearing as provided 
by law, together with other notice to 
interested parties, said matter was 
heard in the rooms of the Commission, 
401 State House, Indianapolis, In- 
diana, on December 8, 1948, at the 
hour of 10:30 a.m., with appearances 
as above noted. 

Robert W. Armstrong testified on 
behalf of the petitioner that he is a 
member of the town board and su- 
perintendent of the waterworks, which 
occupation he has had for approxi- 
mately one year; that he is and has 
been an engineer since 1932, being a 
graduate of Purdue University; that 
he has been connected with the water 
system of the town of Danville since 
the year 1935. 

This witness testified that between 
fifty and sixty consumers reside out- 
side of the town of Danville and use 
water furnished by the utility. He 
testified that the minimum rate for the 
town is $3, payable quarterly; that 2 
miles of main was built outside the 
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town to accommodate consumers resid- 
ing there and that the people in the 
town are chargeable with the main- 
tenance of the mains and cost of ex- 
tensions outside the town. He said 
that the proposed rate increase would 
amount to about $6 per year per cus- 
tomer and would yield approximately 
$75 per quarter. 

On cross-examination this witness 
stated that the actual rates outside the 
corporate limits were the same as those 
inside; but that by reason of the ex- 
pense of servicing and repairs to mains 
those residing outside the town limits 
were obtaining service, the extra cost 
of which is in large part borne by those 
within the city limits: the purpose of 
this proceeding being to more nearly 
equalize this cost. He further said 
that many pipe joints were being re- 
placed and leaks repaired; that no de- 


preciation had been accrued on the line 
and could not state if in fact the water 
company has accrued depreciation. 
He further said that the customers in- 
volved knew about the proposed rate 


increase and that he had received no 
protest and had heard none. Larger 
users consisted of a garage, a food 
locker, state garage, and the county 
home, but the others were private resi- 
dences. 

It is apparent that the age of the 
mains inside and outside the corporate 
limits of petitioner is such that large 
maintenance costs are incurred. 

The petitioner produced no definite 
figures as to the cost of maintenance of 
the plant outside the town but evi- 
dence as to the age of the pipe, the 
repair of leaks which naturally result 
from age, and long usage probably 
increase the cost of such repairs and 
maintenance to such an extent that the 
present revenues are insufficient to 
properly maintain the same, and that 
the burden thereof should be placed 
upon those for whose benefit the mains 
were installed and are used. 

. For the reasons above set out, the 
Commission is of the opinion and now 
finds that the petition should be grant- 
ed and it will be so ordered. 
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A digest of information on new construction by pri- 
vately managed utilities; similar information — 
to government owned utilities ; news concerning prod- 
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ucts, supplies and services o ered by manufacturers ; 
also notices of changes in personnel. 


New Kaiser Aluminum Plant 
To Start Production in June 


Pmcovcssoer will get underway in June at the 
new Kaiser Aluminum rod, bar, wire, and 
cable mill at Newark, Ohio, according to D. 
A. Rhoades, vice president and general man- 
ager of The Permanente Metals Corporation. 

The first section of the new mill to start 
operations will be the remelt department where 
ingot is prepared for the rod mill. Work in this 
department must necessarily start in advance 
of rod mill operations in order to build up a 
supply of billets, Initial shipments of ACSR 
(aluminum cable steel reinforced) and all 
aluminum.cable will begin in July. 

Initial orders will go to REA-financed Co- 
ops, U. S. Bureau of Reclamation, Bonneville 
Power Administration, other power projects 
and public and private utilities from coast to 
coast. 

The completed Newark plant will have an 
annual capacity in excess of 100 million pounds 
of electrical conductor material. The new mill 
together with existing plant equipment will give 
Permanente facilities for the production of a 
wide range of aluminum wire as well as rod, 
bar and structural shapes up to a maximum of 
eight inches in diameter. Although original 
plans call only for the production of wire and 
cable, the company expects to manufacture a 
number of related products within the next 
year. 

Production at the new Kaiser Aluminum 
plant will climax 18 months of extensive 
preparation involving the expenditure of ap- 
proximately 4 million dollars in the design, 
construction and installation of cable mill 
equipment. 


B & W Tube Company Data on 
Croloy Steels Ready 


T® Bascock & Witcox Tuse CoMPANY 
now has available a convenient reference 
card on stainless Croloy steels for tubing, giv- 
ing standard type numbers by which grades are 
identified, and chemical composition limits and 
ranges, based on ladle analyses. 

The card, TDC-122, is available upon request 
to the company at Beaver Falls, Pennsylvania. 


New Combination Watthour and 
Thermal KVA Demand Meter 


NEW combination watthour and thermal 

4 kva demand meter for use by electric 
utilities having rate structures requiring the 
measurement of kva demand has been an- 


nounced by General Electric’s Meter and In- 
strument Divisions. 

Designated as the Type IHE-1A, the new 
meter is essentially the same size as a conven- 
tional watthour meter ; hence it can be installed 
without increasing the size of the original in- 
stallation. It is available in the 50-amp, 240- 
volt, 3-wire, single-phase rating, 

The watthour meter is essentially the same 
as the I-50 meter, which was first announced 
last May, except that the rotating element is of 
the conventional ball-bearing type. The ther- 
mal demand meter unit consists of the thermal 
unit, a current transformer, a resistance valve, 
a potential transformer for exciting the heater 
of the resistance valve, and the driving 
mechanism, pointers, and scale. 


New Standard for Electrical 


Indicating Instruments 


A MORE useful presentation of requirements 
A for the individual sizes of panel and 
switchboard instruments is offered in the new 





Give your pipeline longer lifel Formica eae 
Y 


. used by leading gas companies . .. effective 
insulate pipes, positively prevent electrolytic cor- 
rosion. They're tough and strong, have constant 
dielectric strength, and retain heir dimensional 
stability even under extremes of temperature. 
Write for illustrated data sheet. 

Seven standard sizes for Yax'/2 to 3x4 reducing 
a wrench-land styles in 34" and |" sizes 
. and all are ready for prompt delivery. 


THE FORMICA COMPANY 


4682 Spring Grove Ave., Cincinnati 32, Ohio 
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PENN-UNION Connector gga 
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LARGER SURFACES 


for the WRENCHES—a good - sized 


HEX Top and Bottom 


The men who use connectors appre- 
ciate the better design of the Penn- 
Union—especially when they have to 
make a splice in close quarters, or any 
unhandy location. 


Better Design is a feature of the en- 
tire Penn-Union line, which includes 
Tees and Taps, Straight Connectors, 
Terminals, Grounding Clamps, and 
many more fittings . .. every one thor- 
oughly dependable, mechanically and 
electrically. Preferred by leading users, 
who have found that “Penn-Union” 
on a fitting is their best guarantee of 
unfailing service. 


Sold by Leading Wholesalers 


PENN-UNION ELECTRIC CORP. 
ERIE, PA. 


The COMPLETE 


PENN-UNION 


CONDUCTOR ee ee ee 


Line of Conductor Fittings 





American Standard for Electrical Indicating 
Instruments, C39.1-1949. The standard was 
prepared by a committee of the national asso- 
ciations concerned with manufacture, use, and 
technical development of electrical instruments, 
under the procedure of the American Stand- 
ards Association, 

Copies may be obtained from the American 
Standards Association, 70 East 45 street, New 
York 17, New York at $1.50 per copy. 


Trumbull Elec. Mfg. Appoints 
Manager of Sales 


OBERT C. WILSON has been appointed man- 
ager of sales at the Norwood, Ohio, works 

of the Trumbull Electric Mfg. Company of 
Plainville, Conn. He will be responsible for 
the sale of products manufactured at Norwood, 
which include panelboards, switchboards, and 
Flex-A-Power distribution systems; and for 
sales assistance and quotations in the area 
served by the Norwood plant. . 


Commercial Electric Cooking 


Conference Scheduled 


A FULL-DAY conference on commercial elec- 
tric cooking, to be held May 25th at the 
Madison Hotel, Atlantic City, has been an- 
nounced by Harry Restofski, chairman of the 


Edison Electric Institute Commercial Division’ 


General Committee. 

Sponsored by the Institute’s Commercial 
Cooking Committee, the meeting will take 
place during the National Restaurant Show, 
which occurs May 24th-27th. The conference 
program has scheduled representatives of elec- 
tric companies and equipment manufacturers, 
with several restaurant operators also listed. 


Okonite Opens New 
Dallas Office 


HE OKONITE CoMPANY, manufacturers of 

insulated wires and cables, has opened a 
new office in Dallas, Texas, at 1505 Tower 
Petroleum building with Otis W. Herring as 
manager. Mr. Herring, formerly in the com- 
pany’s Birmingham office, will be assisted by 
Sam K. Dick, sales engineer. 


Booklet on Selection of 
A-C Generators 


T= Electric Machinery Mfg. Company has 
issued a new 16-page publication E-M 
Synchronizer No, 27 which contains valuable 
information on how to select A-C generators, 
paralleling A-C generators, boosting capacity 
to meet electric power demand, and applying 
“packaged” generators in industry, 

Copies may be secured from the manufac- 
turer, Minneapolis 13, Minnesota, 


Elliott Issues New Bulletin 


4-PaGE bulletin (No. PB-5600-1) on Fabri- 
Steel, high-speed, synchronous motors 

with direct, belt, or gear drive, has just been 
released by the Ridgway, Pa., division ot 
Elliott Co. Copies may be obtained on request. 
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BIG “Army Workhorse” Engine 


the same famous GMC valve-in-head “270” power plant that 
performed so dependably and economically in nearly 600,000 
military GMC trucks on battle fronts all over the world. 


BIG Roomy Comfortable Cab 


eight inches wider and seven inches longer than prewar, all steel- 
welded with 22 per cent greater vision, seats with double the 
number of springs, automatic built-in ventilation system, com- 
plete insulation and soundproofing. 


BIG Husky Frame and Chassis 


with heavy duty frame of 10.1 section modulus. . . big husky 
axles, clutch, transmission, brakes and springs. Built to handle 
gross vehicle weights up to 21,500 pounds and truck and trailer 
weights up to 37,000 pounds. 


Built by the Biggest Exclusive Producer of Commercial Vehicles 


MC TRUCK & COACH DIVISION © GENERAL MOTORS CORPORATION 
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RECORD OUTPU 
FOR GRAND COULEE USING 


NEWPORT NEWS TURBINES 


+ pemagigge 1948 the nine generating units in the west power house at 
Grand Coulee in the state of Washington produced 8,415,000,000 
K.W.H. 
Each generator was driven by a 150,000 horsepower hydraulic turbine 
built by Newport News. 
Nine similar turbines, but of 165,000 horsepower capacity are now being 
built for the east power house. 


WRITE FOR BOOKLET 
ON “WATER POWER 
EQUIPMENT" 


NEWPORT NEWS SHIPBUILDING AND DRY DOCK C0}... 


NEWPORT NEWS, VIRGINIA 
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Keeping stainless steel STAINLESS — 


«+. a typical problem in fabricating alloy piping 


@ Heat a piece of stainless steel pipe to bend 
it and right away you're up to your ears in 
metallurgical complications. To begin with, 
stainless steel isn’t just one alloy. There are 
hundreds of different types of stainless steel, 
each selected for its resistance to corrosion 
or its stability at high temperatures. To 
maintain the metallurgical properties which 
dictate the choice of a particular alloy steel, 
you have to know the temperature range 
within which this steel may suffer excessive 
metallurgical changes. And you have to 
have specialized equipment to maintain the 
precise control: necessary to avoid these 
hazards. 


Grinnell pipe fabrication equipment in- 
cludes specially designed gas-fired radiant 
heat furnaces for this precisely controlled 
heat treatment of stainless steels and other 
alloy steels. Multiple burners are strategi- 
cally located to distribute temperature uni- 
formly and to prevent harmful flame im- 
pingement. Precision instruments regulate 
temperature and time. 

It’s an intricate ‘business . . . fabricating 
alloy steel piping. It’s a job for Grinnell 
prefabricating plants because Grinnell has 
the equipment and modern methods, the 
interpretive engineering, the metallurgical 
research facilities and the skilled personnel. 


GRINNELL 


innell Company, Inc., Providence 1, Rhode Island. Branches: Atlanta * Buffalo * Charlotte * Chicago * Cleveland 


fanston * Fresno * Kansas City * Houston * tong Beach * Los Angeles * Milwaukee °* Minneapolis 
York * Oakland * Philadelphia * Sacramento * St. Lovis * St. Paul * San Francisco * Seattle * Spokane 
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it’s faster to hang a wall than to pile it up... 


Little blocks, say 2” x 4” x 8”, don’t pile up very 
fast. 


We hang walls up in sizable panels. 


And that is an easy way to understand why 
Robertson’s real product is time. 


We make walls that are hung in place. We make 
them complete with insulation when the panels 
are delivered. We engineer them piece by piece 
in advance at the factory. We put expert crews on 
the job to place them. 


We make time, now, when time is the essence. 
We save days and weeks in finishing a building 
for use, because years have been put into the 


development of these unique skills. 


Quick is the word we practice. 


H. H. ROBERTSON CO., 


2424Farmers Bank Building 
Pittsburgh 22, Pennsylvania 


PITTSBURGH, 


Q-Panels are fabricated from Galbestos, alumi: 
num, stainless steel, galvanized and black sie 
in lengths up to 25'. 


Q-Panels, 3" in depth with 14" of incombust- 
ble insulation, have a thermal insulation value 
superior to that of a 12" dry masonry wall 
firred fae interior. A single Q-Panel with a0 
area of 50 sq. ft. can be erected in nine minutes 
with a crew of only five men, and twenty-five 
workmen have erected as much as an acre of wal 
in three days. 


offers an interesting 
expression. 


. . . . aod 
Q-Panel construction is gic dv. een 





PA. 


Offices in 50 Principal Cities 
World-Wide Building Service 
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he bills of these birds never change. 


he peculiar bird’s bill at the left is long and 
thin. The duck’s bill is always sort of flat. The 
pelican’s bill always has a pouch attached. 


Each species retains the same distinctive bill 
year after year. 


t's a far different story, however, with con- 
sumer’s bills. As you so well know, some of 
them change. Some customers’ bills may show 
a marked increase ... or decrease... in kilo- 
watt-hour usage over a short period of time. 


A current analysis of your bills, therefore, 
may disclose certain trends that will be of con- 
siderable value to you in planning your rate 
and promotional programs. 


Many such bill analyses are compiled for utili- 
ties by the Recording and Statistical Corpora- 
tion. The tabulations are made on specially 
designed electro-mechanical equipment. As 
many as 200,000 bills can be analyzed each day 
by trained personnel. 


FREE booklet for you 
We shall be glad to give you the facts about 


Some interesting 
facts about bills ! 


this accurate and economical method of com- 
piling customers’ usage data. 


Write today for “The One Step Method of Bill 
Analysis. ” It may save you time and money 
in the months to come. 





RECORDING AND STATISTICAL CORPORATION 


100 Sixth Avenue 


- New York 13, N. Y. 
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RINNEAR 
STEEL 
ROLLING 
DOORS 


You save in at least three ways when you 
equip service openings with Kinnear Steel 
Rolling Doors. First, their smooth, easy, 
coiling upward action gives you full use 
of all surrounding floor and wall space. 
Materials of any kind can be stored within 
an inch or two of the doors, inside or out, 
without impeding their operation. They 
open completely out of the way of traffic, 
coiling compactly out of wind’s reach. 











Second, Kinnear’s neat, strong curtain of 
interlocking steel slats assures long, de- 


The KINNEART Manufacturing Co. 


Factories: 2060-80 Fields Ave., 
Columbus 16, Ohio 


1742 Yosemite Ave. 
Sen Francisco 24, Calif. 


Offices and Agents in Principal Cities 


aerate sas 


é as, a 


nso hcton and Ruggedness that Pay DVIDENDS i Any beovay 


Above installation shows how hood of Kinnear Rolling Door 
can be mounted on building exterior where desired. May 
also be concealed above lintel or mounted on inside wall. 


pendable, low-maintenance service. Up- 
keep costs are negligible. 


Third, the all-metal construction of Kin- 
near Rolling Doors gives you extra pro- 
tection against fire, intruders, wind and 
storm damage, and other hazards. 


Years of actual use in hundreds of build- 
ings prove the economy and high efficiency 
of Kinnear Rolling Doors. Motor or man- 
ual control. Easily installed in old or new 
buildings. Any size. Write for details 
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1. Rated first in value by America’s 
most exacting truck buyers! 


For 17 straight years, registra- 
tions figures for new trucks with 
GVW ratings over 16,000 Ibs. 
have shown International Trucks 
in first place. Would Internation- 
als get that vote of confidence un- 
less they were the best value in 


the heavy-duty truck field? 


j . 
as bi 


2.Backed up by the nation’s largest 


exclusive truck service organization! 
4,700 International Truck Deal- 
ers and 170 Company-owned 
Branches and Service Stations 
are ready with factory -trained 
mechanics, precision- engineered 
parts, and special tools to give 
International Trucks the diagno- 
sis, service, testing and repairs to 
correct any trouble. 


5. You don’t stay first in sales for 17 straight years unless you're first in value! 


No matter what model Interna- 
tional Truck you buy—heavy, 
light or medium-duty—you get 
the same basic values that have 
made International Trucks first in 
the heavy-duty truck field for 17 
straight years. 

You get a rugged truck, not 
weakened by compromise with 


Passenger car engineering. 

You get a truck specialized by 
truck engineers to meet your spe- 
cific requirements. You have 22 
basic models and 1,000 truck com- 
binations to choose from. 

See your nearest International 
Truck Dealer or Branch before 
you buy any truck. 


3. Precision-engineered parts 


help keep the leader leading! 
Replacement parts have a place 
on the all ’round truck team that 
keeps Internationals ahead of the 
field. They’re precision-engineered 
parts, just like the originals. 
They’re made to fit and do a bet- 
ter job and last longer. 


4. inexpensive factory-rebuilt exchange 


units are important, too! 


Owners of heavy-duty Interna- 
tional Trucks also save money 
with complete International units, 
reconditioned and factory-rebuilt. 
They are priced way below new 
ones and covered by new unit 
International warranty. 


iS) 
International Harvester Builds 


McCormick Farm Equipment 
Fermall Tractors ... Motor Trucks 
Industrial Power... Refrigerators and Freezers 


Tune in James Melton and “Harvest 
of Stars,” NBC, Sunday afternoons 


INTE RNATIONAL “¥ TRUCKS 


INTERNATIONAL HARVESTER COMPANY + CHICAGO 


a 
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An important feature of the new Exide- 
Manchex Battery is the famous manchester 
positive plate with its unique lead button 
construction. The buttons, rolled strips of 
corrugated lead, are pressed into holes of 
the lead-antimony grid. Forming action 
expands the buttons and locks them se- 
curely in place. Only a comparatively small 
portion of the total lead is formed initially 
into active material...the remainder is 
available for gradual conversion in service. 


Negative plates, separators and other ele- 
ments are designed to match the long life and 
efficiency of the positive plates. All combine 
to provide a battery of exceptional power 


and long-lasting, trouble-free performance. 
Use Exide-Manchex Batteries for switch- 
gear and control bus operation, emergency 
light and power, and other storage battery 
services. It will provide up to 100% more 
capacity in the same given space. 

“Exide” Reg. Trade-mark U. S. Pat. Of. 


> 


BATTERIES 


1888...DEPENDABLE BATTERIES FOR 61 YEARS...1949 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 
Exide Batteries of Canada. Limited, Toronto 


May 


i | 














—) 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly 





Can You Be Confident? 


F in conjunction with your next annual meeting— 

or at some contemplated special meeting—pro- 

posals other than routine are to be voted upon—to raise 
debt ceiling—authorize new securities—grant conversion 
privilege for convertible bonds, etc.—can you feel con- 
fident that your stockholders will support management’s 
recommendations with adequate votes of approval—on 





time? 


Such an important meeting frequently merits pro- 
vision of special handling—utilizing the services of our 


proxy soliciting organization as a form of insurance that 
the meeting will be successfully held on scheduled date. 


Our record of performance for the utility industry 
is outstanding. We invite your inquiry for additional 
information. 





National or Sectional Coverage 





o + 


DUDLEY F. KING 





Associates: JOHN H.C. TEMPLETON * CHARLESA.NICHOLLS + PHILIP H. CARPENTER 


70 PINE STREET, NEW YORK &, NEW YORK 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 


valuations, special reports, investigations, financing, design, and construction. » 


» 





Tue American Aprpraisat Company 
ORIGINAL COST STUDIES « VALUATIONS « REPORTS 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 


NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and cther principal cities 











DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 














ELECTRICAL TESTING LABORATORIES, INC. 
Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 











£¢ Ford, Bacon & Davis 


a 8D VALUATIONS $ CONSTRUCTION 
REPORTS Engineers RATE CASES 
NEW YORK @ PHILADELPHIA © CHICAGO e LOS ANGELES 














GILBERT ASSOCIATES, Inc. 





ENGINEERS POWER ENGINEERING SINCE 1906 SPECIALISTS 
Steam, Blectric, Gas Purchasing and Expediting 
Hydraulic, Sanitation Serving Utilities and Industrials Rates, Research, Reports 
Designs and Construction Personnel Relations 
Inspections and Surveys Reading © New York © Houston Original Cost Accounting 
Feed Water Treatment Philadelphia @ Washington Accident Prevention 














Mention the FortniGHt.y—It identifies your inquiry 
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PROFESSIONAL DIRECTORY (continued) 





FREDERIC BR. HARRIS, INC. 

FREDERIC R. HARRIS ENGINEERING CORPORATION 
FREDERIC R. HARRIS FREDERICK H. DECHANT 
ENGINEERS 
Reports Designs Management 
NEW YORK 

Atlanta Knoxville Philadelphia 








—— HENKELS & McCOY —— 


Electric & Telephone Line Construction Company 
TRANSMISSION DISTRIBUTION CONTRACTORS RIGHT OF Wars 
OVERHEAD UNDERGROUND CHEMICAL CONTROL 
CONSTRUCTION MAINTENANOB PHILADELPHIA TRE® TRIMMING 
BALL FIBLD LIGHTING Wilmington, Del. * Portland, Me. * Altoona, Pa. GAS AND OIL Lines 
NOW WORKING IN FOURTEEN STATES 
































HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
1384 HOLLY AVENUE ° COLUMBUS, OHIO 











Jee Huljian loypouadion 


/ 


ENGINEERS CONSTRUCTORS 





WILLIAM 8S. LEFFLER 
Engineers Asseciated 
Management Consultants 
Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 








LOEB AND EAMES 
Public Utility Engineers and Operators 
Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 
57 WILLIAM STREET NEW YORK 











(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 





N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & COMPANY) 


REPORTS — APPRAISALS — DEPRECIATION STUDIES 
RATE CASES — BUSINESS AND ECONOMIC STUDIES 


120 Broadway 





New York 

















Pioneer Service & Engineering Co. 


CONSULTING, DESIGNING AND SPECIALISTS IN 
OPERATING ENGINEERS ACCOUNTING, FINANCING, RATES, 


PURCHASING INSURANCE AND DEPRECIATION 
CHICAGO 4, ILLINOIS 





231 SOUTH LA SALLE STREET. 





> Complete Services for GAS and ELECTRIC Utilities 
DESIGNING « ee. a ps ane Pritchard 


PIPING #* EQUIPMENT 


Additions or Installations 
ENGINEERS © CONSTRUCTORS © MANUFACTURERS 


Complete Plants 
> ry profitable operation 


detoil geared to more 
details 


See Sweets Files, Refinery Cotalog, etc for 





SANDERSON & PORTER 
_ AND 
CONSTRUCTORS 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utslsties—Industrials 
Studies—Reports—Design—Supervision 
Chicago 3, Ill. 








The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports—Appraisals 
Consulting Engineering 
NEW YORK 4, N. Y. 





80 BROAD STREET 
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PROFESSIONAL DIRECTORY (concluded) 





ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
Consulting Engineers 
Autelds, Refuse incinerators, Inductrial, Beltdiegs 
City Planning, Reports, V: Laberatery 


1528 WALNUT STREET PHILADELPHIA 2 





JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 
Appraisals 











BLACK & VEATCH 


CONSULTING ENGINEERS 


seria ren, nds 
corestien len Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 





LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSaue St., Cxicaco 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Pablic U. Valuations, Reports and 
Orisied! Cost Studies. 


910 Electric Building Indianapolis, Ind. 





A. S. SCHULMAN ELectric Co. 
Contractors 


TRANSMISSION Lings—UNbeRGROUND Distri- 
BUTION — Powsr STATION — INDUSTRIAL — 
CoMMEBERCIAL INSTALLATIONS 


537 SoutH Dearsorn St. Crncaco 











W. C. GILMAN & COMPANY 


Consulting Engineers 
Load and Capacity Studies — Rate Cases 
Financial Planning 
Investigations — Reports — Supervision 


55 Liberty Street New York 5 





SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA ‘SALLE STREET 


CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 











Francis S. HABERLY 


CONSULTING ENGINEER 


Valuation — Depreciation — Service Life 
Studies — Construction Cost Indexes — 
Reports 


122 SoutH MicHicAN AveNug, CHICAGO 





UNITED STATES TESTING COMPANY, INC. 
HOBOKEN, NEW JERSEY 


Analyses - Testing - Inspection - Research 
A Complete Service : 


Boston - Chicage - Los Angeles - New York 
Philadelphia - Weonsecket 











JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 


DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS—EXAMINATIONS—APPRAISALS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 


BOSTON NEW YORK 








WESTCOTT & MAPES, inc. 

ARCHITECTS & ENGINEERS 

INVESTIGATIONS © REPORTS 
DESIGN ¢ SUPERVISION 


New Haver, Connecticut 
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FIRST NEOPRENE- 
JACKETED SERVICE 
ENTRANCE CABLE 


Accepted by UNDERWRITERS’ LABORATORIES" 


and with 


You’ve never seen a service entrance cable like this! 
Neither had Underwriters’ Laboratories. This great new 
U.S. Product answers the demand for a cable that will 
not festoon. ‘ 
Underwriters’ put the cable through a rough series of 
tests. Here are the results: 
Dripping of compound at high temperatures: None. 
Bending at low temperature: No damage sustained. 
Flame Test: No burning of the paper indicator, nor any 
persistence of flame after last application of the test 
flame. 





NOMINAL DIMENSIONS 
SIZE NEOP. JACKETED| STD. BRAID 


3#6 47 x 74 -56 x .86 
2#6 & 178 -45 x .73 -55 x .85 
348 -38 x .62 -50 x .76 

¢ smaller diameter of this new cable compared to diameter of standard braid. 


* > 
spanning’ Dee 
National Board of Fi Underwriters 























‘ 


> Insulation 


High Current Test: Cable did not flame, rupture, nor 
warp excessively. 

Di-electric strength: No electrical breakdown as a result 
of this test. 

Connector Pull-Out tests: Using three different connecto 
the U.S. Cable held three times better than stand: 
design cables. 

Rough Handling at Low Temperatures: A coil of the cable 
was exposed for 5 hours to a temperature of minus 
34.4 C. It was then dropped 8 feet to a concrete 
floor. No breaks or cracks in the Neoprene sheath 
occurred 


Abrasion: The outer covering of the U. S. Cable proved 
to be over 10 times more abrasion-resistant than 
that of conventional design. 


Write today for information to Electrical Wire and Cable 
Department, United States Rubber Company, 1230 
Avenue of the Americas, New York 20, N. Y. 


MADE ONLY BY 


UNITED STATES 
RUBBER COMPANY 





City decentralization away from 
traffic jams requires more generat- 
ing equipment, new facilities that cost 
TAX DOLLARS. 


Decentralization also means less 
business downtown. Property values 
drop! TAX RATES CLIMB! 


Million-dollar superhighways and 
freeways mean SOARING TAX RATES. 


Modern transit methods use street 
space most efficiently. That means 
LESS traffic, MORE customers, stim- 
ulated business! 


DOWNTOWN 





Apparatus Department, General Electric Company, Schenectady, New York 


GENERAL ($6) ELECTRIC 





